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Basic Standard Costs
By Eric A. Camman
This book has met with instant favor and is in demand. The text is clear, comprehen
sive and authoritative. Every accountant whether engaged chiefly in cost accounting
or otherwise will find it helpful. All executives will find in it much that will be of
assistance in solving the problems before them.

The author is well known by students of cost accounting and his experience covers an
extraordinarily wide range of industry.
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ACHIEVING SUCCESS • •
Just as men and women are measured by their deeds, so a school is judged by the accom
plishments of its graduates. Results are the genuine tests of specialized training. The fact
that hundreds of Walton-trained men have achieved outstanding successes is conclusive
evidence that Walton training will help others who have the will and ability to learn.
Whether you wish to win the much coveted
C.P.A. degree, or to enter the general field of
business, you owe it to yourself, and to those
dependent upon you to select a course of
study possessing genuine merit and true de
pendability.

50%
of the
SUCCESSFUL CANDIDATES
in the November, 1932
ILLINOIS C.P.A. EXAMINATION

were
WALTON TRAINED
Truly an enviable record — fitting in with
Walton history. More than 1,200 Walton trained
students are now Certified Public Accountants
by examination.
Walton students have won twenty-two medals
offered by the Illinois Society of Public Ac
countants for high standing in Illinois C.P.A.
examinations.
For nine successive years Walton students won
high honors in American Institute examinations.
Walton text materials have been adopted for
class-room use by more than 250 leading col
leges and universities.
This Is a Record Unequalled by Any Other
Educational Institution

Trained accountants — men proficient in the
analysis and interpretation of the records of
business — are indispensable in these days of
strain and stress.
If you possess average ability, an easy and
practical way to qualify yourself as a specialist
in accountancy is to train yourself the "Walton
Way." You can do it — in part of your spare
time — while others play.

IT’S EASY TO GET THE FACTS

•

•

Just send for a copy of our FREE book, ‘‘The Walton
Way to a Better Day.” You will find it a remarkable
story of Walton ideals and policies, full of inspiration,
with direct statements from leading accountants and
executives as to the soundness and thoroughness of
Walton training. This book has helped many others to a
realization of gratifying success; it will show you the
way. Send for it today.

WALTON COURSES
CONSTRUCTIVE ACCOUNTING « » ADVANCED ACCOUNTING AND AUDITING
COST ACCOUNTING
« »
BUSINESS LAW
« »
FEDERAL INCOME TAX ACCOUNTING
MATHEMATICS OF ACCOUNTING AND FINANCE « » C.P.A. COACHING

Use the Coupon and let “The Walton Way to a Better Day” prove how
to secure Greater Security for Today and Promotion for Tomorrow

Day and Evening Classes and Home Study Instruction

Walton School
----— Commerce —----Member National Home Study Council

WALTON SCHOOL^OF COMMERCE, 401-411 McCormick Building, Chicago, Illinois
Without obligation on my part, please send me a copy of “ The Walton Way to a Better Day," and suggestions as to what you can
do to help me advance in the business world.

Name.......................................... ......................................................................................

□ Home Study Instruction

□ Resident Day Classes
Occupation.............................. ....................................................Age.................

□ Resident Evening Classes
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How Uniform Is Statutory Law?
Are the principal rules of commercial law the same

in MAINE as in CALIFORNIA?
in NORTH DAKOTA as in TEXAS?
THE ANSWER, IN GENERAL, IS YES
Uniform statutes covering commercial subjects are now widely in force:
Negotiable instruments
Warehouse receipts
Sales
Bills of lading

in
in
in
in

48
44
31
27

states
states
states
states

Stocks transfers
Limited partnerships
Partnerships
Many others

in 22
in 19
in 18
in many

states
states
states
states

The important provisions of all these statutes are stated in readable form in

LAW FOR LAYMEN

A PRACTICAL HANDBOOK

by Harold Dudley Greeley, LL.B., LL.M.

by a New York and Connecticut lawyer

347 pages, cloth bound, price delivered in U. S., $3.50

American Institute Publishing Co., Inc.

135 Cedar Street, New York

THE 1932 YEAR BOOK

of the

AMERICAN INSTITUTE OF ACCOUNTANTS
The 1932 year-book of the American Institute of Accountants contains
a directory of members and associates showing their firm affiliations. Publica
tion of such a list has been authorized in response to repeated requests and, it
is hoped, will be found helpful to members of the profession, as well as to
bankers and business men.

CONTAINS
Report of Proceedings at Annual Meeting, October, 1932. Lists of Members
and Associates. Reports of Officers and Committees. Constitution and ByLaws and Rules of Professional Conduct. Personnel of all State Boards of
Accountancy.
This volume, substantially bound, may be ob
tained at $1.65, delivered in the United
States and Canada

AMERICAN INSTITUTE OF ACCOUNTANTS
135 CEDAR STREET, NEW YORK
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Solve three 1933 Problems

Get more facts... quicker... move often
Under present day conditions — with
more customers taking longer to pay —
with collections 25% harder to secure —•
with smaller margins of profit, executives
must exercise closer, daily control.
These conditions demand more figure
facts—gathered more often, and at lower
cost. To meet these demands, Remington
Rand has designed an Improved Electri
fied Accounting Machine. Its new speed
and strength—its extra conveniences—en
able your present force to get out more
information in the same time.

This latest model Remington gives you
power driven tabulator . . . back spacer
. . . shift key . . . and date key. In addi
tion, the alphabet . . . numerals . . . line
spacing . . . and carriage return, are elec

trified as before. The carriage has been
strengthened to stand many extra years’
wear. A completely new tabulating me
chanism insures proven accuracy.
The Improved machine is easy to oper
ate. Why? Because it has standard key
board—ten numeral keys—a practical front
feed—full visibility—scientifically correct
location of all devices.
The Improved Remington has the larg
est number of genuinely automatic feat
ures, on any one accounting machine. It
is easily adapted to any method of book
keeping. Let us prove that your business
needs this Improved machine, and needs it
void A free demonstration places you un
der no obligation. Write for it today! Ac
counting Machine Division, Remington
Rand Inc., Buffalo, N. Y.

Remington Electrified
Accounting Machine

Improved
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The
BENTLEY SCHOOL
of ACCOUNTING
and FINANCE

CUMULATIVE SUPPLEMENT
TO

KLEIN’S
FEDERAL INCOME
TAXATION
•

The 1933 Supplement is now ready for distribution.
It is the last word on the federal income tax. No
practitioner or taxpayer should be without this
latest authoritative guide from the pen of Dr. Klein.
This 1933 Supplement supersedes previous supple
ments and includes, with adequate and helpful
discussion and comment, the decisions and rulings
issued since the publication of Federal Income
Taxation, the basic text. The 1933 Cumulative
Supplement, of course, interprets, explains and
illustrates the application of the Revenue Act of
1932 and the Treasury Regulations and rulings
issued thereunder.
The new law bristles with difficulties. Many of its
provisions are new. Dr. Klein’s views and opinions,
long awaited, are now at your disposal.
As in the case of previous supplements, the 1933
Cumulative Supplement is a limited edition. Users
of Klein’s Federal Income Taxation are urged to
send in their orders for the new book promptly.
1933 Cumulative Supplement $6.00
Federal Income Taxation (1929) $10.00

1933 Cumulative Supplement — KLEIN
JOHN WILEY AND SONS, INC.
440 4th Avenue, New York
Gentlemen; Please send me the following (check which)
□ Klein’s Federal Income Taxation $10.00
□ 1933 Cumulative Supplement $6.00
Name..............................................................................................................

Street ...............................................................................................................

A DISTINCTIVE SCHOOL
which is devoted exclusively to train
ing men who desire to specialize in
preparation for the key department
of business administration, or for
professional accounting.
Many of the graduates are holding
positions such as:
¶ IN BUSINESS — office manager,
head accountant, cost accountant,
traveling auditor, general auditor,
credit manager, comptroller, statisti
cian, assistant treasurer, treasurer,
branch manager, vice-president, gen
eral manager.
¶ IN PUBLIC ACCOUNTING — sen
ior accountant, supervisor, manager,
partner.
¶ IN PUBLIC SERVICE — bank ex
aminer, tax consultant, internal reve
nue agent, special investigator, senior
auditor, treasurer.
¶ Its graduates are employed in 29
states and 6 foreign countries.

¶ Students have enrolled from 22 states
and 5 foreign countries.
¶ Two years are required to complete
the course, the shortest time con
sistent with thoroughness.
The catalog will be sent upon request

H. C. BENTLEY, C.P.A., President
921 BOYLSTON STREET,
BOSTON, MASSACHUSETTS

City.............. ............................... State........................................ J.A. 3-33
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HEM-STITCHED"

• The President finally resorted to sarcasm to cure the Purchasing Agent
of his pinch-penny ways. Until then he had objected in vain to the scal

loped and fringed edges on the ledger sheets that came to his attention.

• For a few cents more, the P. A. might have supplied the accounting
department with serviceable paper like Stonewall or Resolute Ledger.

These papers are made of tough rag fibre to withstand the strain and

speed of machine bookkeeping. They may be snapped from posting
tray to machine and back again, time after time, and the edges will
remain intact. They will hold in either ring or post binders. These longservice ledger papers come in white, buff and blue. Specimen portfolios

will be sent upon request. Neenah Paper Company, Neenah, Wisconsin.

STONEWALL
RESOLUTE
When writing to advertisers kindly mention The Journal of Accountancy
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Revised Edition!

New - Revised - Complete
A New FREE Booklet (just off the press)
lists and describes
MORE THAN 1000 DIFFERENT

Pathfinder
Standard Forms & Systems
This booklet also outlines a few of the unusual types of service
and cooperation that are available to the practising accountant,
including a wealth of accounting data for dozens of specific lines
of business . . . The use of these nationally recognized forms and
systems opens the door to an increased clientele. Through their
use it is now possible to install up-to-date accounting systems for
many lines of business, at a cost within the reach of the smallest
firm . . . This booklet should be in the brief case of every public
accountant for constant reference. If you are not thoroughly fa
miliar with the nature and extent of Pathfinder products and
service features, write for a copy of this new booklet today.
Although it is mailed without charge, you will find it
Third Edition — September, 1928
Second Printing — May, 1930

C.P.A.

Newlove’s
A
CCOUNTING

Charles R. Hadley Company
General Offices: Los Angeles, California

Theory, Auditing and Problems
A four-volume digest of problems and ques
tions given in 955 C. P. A. examinations by
accountancy boards in 48 states; June, 1929
papers are included. Distribution is:
California.........................
Florida...............................
Illinois...............................
Indiana..............................
Massachusetts...............
Michigan..........................
Missouri............................

INTERESTING, VALUABLE and
AN EXCELLENT REFERENCE

39
26
42
25
20
23
26

San Francisco

Seattle
Portland

Detroit
New York

Sacramento pathfinders
IN

LOOSELEAF

SYSTEMS

Atlanta

New Jersey.......................
16
New York.......................... 60
Ohio.....................................
24
Pennsylvania...................
31
Washington......................
33
Wisconsin..........................
18
Other States.................... 572

The four buckram-bound volumes contain 400
problems and 5,824 questions, classified in
related groups, with lectures authenticated by
7,579 specific references to recognized accounting
authorities. Volume II solves problems in Volume
I; Volume IV solves problems in Volume III.
Time allowances are given so problems may be
solved under C. P. A. conditions.
A Golden Opportunity

This set is almost indispensable to C. P. A.
candidates as it combines C. P. A. theory and
auditing questions with authenticated lectures,
and classified C. P. A. problems with solutions
and time allowances.

FREEEXAMINATION COUPON
__________________________________
THE WHITE PRESS COMPANY, INC.
Departmental Bank Bldg., Washington, D. C.
You may send me on 5 days’ approval books checked.
□ Complete Set (Four Volumes, 1,871 pages), $15.00
□ Volume I and Solutions (Vol. II), $7.50
□ VolumeIII and Solutions (Vol. IV), $7.50
I agree to pay for the books orreturn thempostpaid within
five days of receipt.

NOTICE
We are in need of additional
copies of the

August, 1932
Journal of
Accountancy

Signed..............................................................................................................

City...................................................................................................................
(Sent on approval only in U. S. and Canada)

American Institute Publishing Co., Inc.
135 Cedar Street
New York

Write forIllustrative Circular
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Duties of the
Junior Accountant
A NEW AND
COMPLETELY REVISED EDITION

by Alfred B. Cipriani
The American Institute Publishing Co., Inc., an
nounces the forthcoming publication of an entirely
new edition of this well known manual for mem
bers of accountants’ staffs.

The new edition does not follow in detail the orig
inal text by Reynolds and Thornton. The whole
matter has been entirely rewritten, and a great
many important additions have been made. The
contents now include comprehensive directions for
handling the problems which arise in the ordinary
audit. The book will consist of approximately
200 pages 6¾" x 4½". Cloth bound.
PRICE DELIVERED IN THE
UNITED STATES OF AMERICA

$1.50
NOW READY

American Institute Publishing Co., Inc.
135 Cedar Street, New York
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LOOKING FORWARD TO EXAMINATION

EXAMINATION QUESTIONS
1927-1931 (Inclusive )
Examinations conducted by the American Institute of Accountants and by state
boards of accountancy are of vital interest to hundreds of potential candidates. Every
man expecting to take an examination wants to know the nature of the test to which
he will be subjected.
No two examinations are alike in detail, but the manner of presentation of funda
mental subject matter must be similar in all papers. Therefore the best way to prepare
for future examinations is to review those of the past.
The latest edition of questions of the Institute and the thirty-seven cooperating
boards from May, 1927, to November, 1931, inclusive, is issued by authority of the
board of examiners of the Institute.
The volume is cloth bound, consists of 281 pages and contains a comprehensive
index. The price is $2.00 delivered in the United States.

and

UNOFFICIAL ANSWERS
TO THE EXAMINATION QUESTIONS OF THE AMERICAN
INSTITUTE OF ACCOUNTANTS
By H. A. Finney, H. P. Baumann and Spencer Gordon
For many years there has been insistent request for the publication of official
answers to the Institute’s questions, but it has been and remains a fundamental
principle of the Institute’s board of examiners that no official answers shall be
made known.
The present volume does not contain official answers, but rather the expression of
the well weighed opinion of excellent authorities as to what constitutes a compre
hensive answer to each of the questions asked during the five-year period ended in
November, 1931. It seems fairly safe to assume that any candidate who offered
answers equal to those which appear in this book would pass with high honors.
The book does not contain the problems and questions themselves but merely
solutions and answers. By this plan of separation the volume of questions and the
volume of answers can be used independently for class-room and other purposes and
the work of instructors will be simplified and rendered more effective.
The volume of answers is cloth bound, consists of 423 pages and the price is $3.00
delivered in the United States.

Both volumes are published for the American Institute of Accountants
-------------- -------------------------------------- by------------------------------------------------ —

AMERICAN INSTITUTE PUBLISHING COMPANY, INC.
135 CEDAR STREET, NEW YORK
When writing to advertisers kindly mention The Journal of Accountancy
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How this training
meets the needs of the individual
of the interesting fea
ONE
tures of the course in

Accounting offered by the
International Accountants
Society, Inc., is its wide
range of selectivity, which
affords the student specialized
instruction.
The chart shows how the
student can select more than

one-half his lessons to cover
subjects pertaining to work in
which he is most interested.
This elective feature enables
the student to progress di
rectly to a specific goal. After
attaining his goal, he can
broaden his knowledge by
proceeding with the study of
the remaining subjects.

Upon request, we will gladly mail our booklet, "How to Learn Account
ing," to anyone who is interested in obtaining full information
regarding I. A. S. training. Address the International Accountants
Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.

International
Accountants Society, Inc.
A Division of the

ALEXANDER HAMILTON INSTITUTE
When writing to advertisers kindly mention The Journal
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Payroll Accounting
In the method described in this folder,
four payroll records are made at one
time—pay check (or pay envelope),
employee's statement, payroll sheet
and individual earnings record. All
four records in the time ordinarily re
quired to make one.

Accountants are invited
to send for this
valuable information
To assist accountants to take full advantage
of the recent development of new machines
and new features, Burroughs offers to send
—without charge—any of the "Payroll Ac
counting” folders shown at the left, or
similar folders on other accounting records.
You may find, as so many other account
ants have found, that these folders point the
way to still further economies, besides sug
gesting new ways and means by which all
phases of accounting may be speeded up
and simplified.

To obtain the folders you want, telephone
the local Burroughs office, or—if more
convenient—fill in and mail the coupon.

Burroughs
Burroughs Adding Machine Co.
6403 Second Boulevard, Detroit, Mich.
Please send me Payroll folders numbered
.
I am interested also in other folders showing improved methods of
handling the applications I have checked:
□ Figure Distribution □ Accounts Receivable □ Accounts Payable
□ Stores Records
□ Billing
□ General Accounting
Name__________ __________________________________________________

Address__________________________________________________________

MAIL THE COUPON
When writing to advertisers kindly mention The Journal of Accountancy
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EDITORIAL
During the hearings, conducted by the
committee on banking and currency of
the United States senate, upon the
causes of the Kreuger & Toll disaster, Frank Altschul, chairman
of the stock-list committee of the New York stock exchange,
introduced in evidence a report prepared by a committee of the
American Institute of Accountants. This committee, to which
reference was made in these notes in February, is known as the
special committee on cooperation with stock exchanges. Its
labors have been consistent and tireless and, as our readers know,
it is largely to the efforts of this committee that the tremendously
important rule of the stock exchange requiring independent audit
is due. The report to which we now refer is simply a carrying
forward of the principles of sound and informative accounting,
and it is consonant with the desire of the stock exchange that in
vestors and others who have an interest, direct or indirect, in the
companies whose securities are listed by the exchange shall be
given all the information which is necessary to enable them (the
investors and others) to appraise the values and to estimate the
prospects of listed companies. The report was distributed to all
members of the American Institute of Accountants on January
20th, four months after the date of its original presentation to the
stock exchange. The delay in making public was intended to
enable the stock exchange to bring the matter confidentially to
the attention of accountants and of some corporations to the end
that suggestions or criticisms might be presented and considered.
When the document was introduced before the senate committee
it became a matter of public record and the stock exchange con161
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sented to general publication. In brief the report is summed up
in its second paragraph which reads as follows:
“It (the committee) believes that there are two major tasks to
be accomplished—one is to educate the public in regard to the
significance of accounts, their value and their unavoidable limita
tions, and the other is to make the accounts published by corpora
tions more informative and authoritative.”

Two Plans Con
sidered

After reviewing some of the common
causes of public misunderstanding of
established accounting standards, the

committee proceeds:
“In considering ways of improving the existing situation two
alternatives suggest themselves. The first is the selection by
competent authority out of the body of acceptable methods in
vogue today of detailed sets of rules which would become binding
on all corporations of a given class. This procedure has been ap
plied broadly to the railroads and other regulated utilities, though
even such classifications as, for instance, that prescribed by the
interstate commerce commission, allow some choice of method to
corporations governed thereby. The arguments against any at
tempt to apply this alternative to industrial corporations gener
ally are, however, overwhelming.
“The more practicable alternative would be to leave every
corporation free to choose its own methods of accounting, within
the very broad limits to which reference has been made, but to re
quire disclosure of the methods employed and consistency in their
application from year to year. It is significant that congress in
the federal income-tax law has definitely adopted this alternative,
every act since that of 1918 having contained a provision that the
net income shall be computed ' in accordance with the method of
accounting regularly employed in keeping the books of such tax
payer ’ unless such method does not clearly reflect income. In its
regulations the internal revenue bureau has said: ‘The law con
templates that each taxpayer shall adopt such forms and systems
of accounting as are in his judgment best suited to his purpose.’
(Reg. 45, art. 24.) The greatest value of classifications such as
those imposed on regulated utilities lies in the disclosure of
method and consistency of method which they tend to produce.”

Definite Proposals
for Reform

The report closes with a series of four
specific recommendations as follows:

“To summarize, the principal objects
which this committee thinks the exchange should keep constantly
in mind and do its best gradually to achieve are:
“1. To bring about a better recognition by the investing public
of the fact that the balance-sheet of a large modern corporation
162
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does not and should not be expected to represent an attempt to
show present values of the assets and liabilities of the corporation.
“2. To emphasize the fact that balance-sheets are necessarily
to a large extent historical and conventional in character and to
encourage the adoption of revised forms of balance-sheets which
will disclose more clearly than at present on what basis assets of
various kinds are stated (e.g., cost, reproduction cost less depre
ciation, estimated going-concern value, cost or market whichever
is lower, liquidating value, et cetera).
"3. To emphasize the cardinal importance of the income ac
count, such importance being explained by the fact that the value
of a business is dependent mainly on its earning capacity; and to
take the position that an annual income account is unsatisfactory
unless it is so framed as to constitute the best reflection reason
ably obtainable of the earning capacity of the business under the
conditions existing during the year to which it relates.
“4. To make universal the acceptance by listed corporations of
certain broad principles of accounting which have won fairly
general acceptance (see exhibit I attached) and, within the limits
of such broad principles, to make no attempt to restrict the right
of corporations to select detailed methods of accounting deemed
by them to be best adapted to the requirements of their business;
but—
“ (a) To ask each listed corporation to cause a statement of the
methods of accounting and reporting employed by it to be formu
lated in sufficient detail to be a guide to its accounting department
(see exhibit II attached); to have such statement adopted by its
board so as to be binding on its accounting officers; and to furnish
such statement to the exchange and make it available to any stock
holder on request and upon payment, if desired, of a reasonable
fee.
"(b) To secure assurances that the methods so formulated will
be followed consistently from year to year and that if any change
is made in the principles or any material change in the manner of
application, the stockholders and the exchange shall be advised
when the first accounts are presented in which effect is given to
such change.
“(c) To endeavor to bring about a change in the form of audit
certificate so that the auditors would specifically report to the
shareholders whether the accounts as presented were properly
prepared in accordance with the methods of accounting regularly
employed by the company, defined as already indicated.”
Attached to the report were two ex
hibits, to which reference was made in
the foregoing excerpts, and their im
portance is such that it seems desirable to present them in full.
Every accountant and every corporate officer will find in these
163
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exhibits expositions of elemental factors far too great to be over
looked.

Exhibit I
“ It is suggested that in the first instance the broad principles to
be laid down as contemplated in paragraph 4 of the suggestions
should be few in number. It might be desirable to formulate a
statement thereof only after consultation with a small group of
qualified persons, including corporate officials, lawyers and ac
countants. Presumably the list would include some if not all of
the following:

“1. Unrealized profit should not be credited to income ac
count of the corporation either directly or indirectly, through
the medium of charging against such unrealized profits
amounts which would ordinarily fall to be charged against
income account. Profit is deemed to be realized when a sale
in the ordinary course of business is effected, unless the cir
cumstances are such that the collection of the sale price is not
reasonably assured. An exception to the general rule may
be made in respect of inventories in industries (such as the
packing-house industry) in which owing to the impossibility
of determining costs it is a trade custom to take inventories
at net selling prices, which may exceed cost.
“2. Capital surplus, however created, should not be used
to relieve the income account of the current or future years
of charges which would otherwise fall to be made thereagainst. This rule might be subject to the exception that
where, upon reorganization, a reorganized company would be
relieved of charges which would require to be made against
income if the existing corporation were continued, it might be
regarded as permissible to accomplish the same result without
reorganization, provided the facts were as fully revealed to
and the action as formally approved by the shareholders as in
reorganization.
“3. Earned surplus of a subsidiary company created prior
to acquisition does not form a part of the consolidated earned
surplus of the parent company and subsidiaries; nor can any
dividend declared out of such surplus properly be credited to
the income account of the parent company.
“4. While it is perhaps in some circumstances permissible
to show stock of a corporation held in its own treasury as an
asset if adequately disclosed, the dividends on stock so held
should not be treated as a credit to the income account of the
company.
“5. Notes or accounts receivable due from officers, em
ployees or affiliated companies must be shown separately and
not included under a general heading such as notes receivable
or accounts receivable.
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“The exchange would probably desire to add a rule regarding
stock dividends.”
Exhibit II
“The statement of the methods of accounting contemplated in
paragraph 4a of the suggestion would not be in the nature of the
ordinary detailed classification of accounts, nor would it deal with
the machinery of bookkeeping. It should constitute a clear
statement of the principles governing the classification of charges
and credits as between (a) balance-sheet accounts, (b) income ac
count and (c) surplus account, together with sufficient details of
the manner in which these principles are to be applied to enable an
investor to judge of the degree of conformity to standard usage
and of conservatism of the reporting corporation. Its content
would vary according to the circumstances of individual com
panies, but some of the more important points which would be
disclosed thereby would be as follows :

“The general basis of the accounts:
“Whether the accounts are consolidated, and if so, what rule
governs the determination of the companies to be included in
consolidation; also, a statement as to how profits and losses of
subsidiary and controlled companies not consolidated are dealt
with in the accounts of the parent company.
“The balance-sheet:
(a) In respect of capital assets, the statement should show:
“ (1) What classes of items are charged to property ac
count (whether only new property or also replacements and
improvements);
“ (2) Whether any charges in addition to direct cost, either
for overhead expense, interest or otherwise, are made to
property accounts;
“ (3) Upon what classes of property, on what basis and at
what rates provision is made for or in lieu of depreciation;
“ (4) What classes of expenditures, if any, are charged
against reserves for depreciation so created;
“ (5) How the difference between depreciated value and
realized or realizable value is dealt with on the sale or aban
donment of units of property;
“ (6) On what basis property purchased from subsidiary
companies is charged to property account (whether at cost to
subsidiary or otherwise).

“(b) In respect of inventories: The statement should show in
fairly considerable detail the basis of valuation of the inventory.
The statement under this head would be substantially a summary
in general terms of the instructions issued by the company to
those charged with the duty of preparing the actual inventories.
It would not be sufficient to say that the inventory was taken on
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the basis of cost or market, whichever is lower. The precise
significance attached to these terms should be disclosed. . . .
“The statement should include a specific description of the way
in which any inter-company profit on goods included in the in
ventory is dealt with. It should show under this head, or in rela
tion to income or surplus account, exactly how reductions from
cost to market value are treated in the accounts and how the in
ventories so reduced are treated in the succeeding period. It is,
for instance, a matter of first importance to investors if inventories
have been reduced to cost or market at the end of the year by a
charge to surplus account and the income for the succeeding year
determined on the basis of the reduced valuation of the inventory
thus arrived at. Obviously, under such a procedure the aggre
gate income shown for a series of years is not the true income for
the period.
“(c) In respect of securities: The statement should set forth
what rules govern the classification of securities as marketable
securities under the head of ‘ current assets ’ and securities classi
fied under some other head in the balance-sheet. It should set
forth in detail how any of its own securities held by the reporting
corporation or, in the case of a consolidated statement, any securi
ties of any company in the group held by that or any other member
of the group are dealt with in the balance-sheet. (Stock of sub
sidiaries held by the parent will of course be eliminated in con
solidation). . . .
“ (d) Cash and receivables present few questions, though where
sales are made on the instalment plan, or on any other deferred
basis, their treatment should be fully set forth, including a state
ment of the way in which provision is made for future collection or
other expenses relating to sales already made but not liquidated,
and to what extent deferred accounts are included in current
assets.
“(e) Deferred charges: The statement should set forth what
classes of expenditures are in the company’s practice deferred and
what procedure is followed in regard to the gradual amortization
thereof. (This question is of considerable importance as sub
stantial overstatements of income may occur through deferment
in unprosperous periods of expenses ordinarily chargeable against
current operations, possibly followed by writing off such charges
in a later year against surplus account.)
“ (f) Liability accounts: There is normally less latitude in regard
to the treatment of liability accounts than in respect of assets.
The statement should clearly show how unliquidated liabilities,
such as damage claims, unadjusted taxes, etc., are dealt with.
The statement should disclose whether it is the practice of the
company to make a provision for onerous commitments or deal
with such commitments in any way in the balance-sheet.
“(g) Reserves: A statement of the rules governing credits and
charges to any reserve account (including both those shown on the
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liability side and those deducted from assets) should be given in
detail. It is particularly important to know whether losses,
shrinkages or expenses which would otherwise be chargeable
against income accounts are in any circumstances charges against
contingent or other reserves, and whether such reserves are built
up partly or wholly otherwise than by charges to income account.
“The income account:
“An adequate statement in regard to the treatment of balancesheet items discloses by inference what charges and credits are
made to income account or surplus. The additional points re
quired to be disclosed are the principles followed in allocating
charges and credits to income account and surplus account re
spectively and the form of presentation of the income account.
The form should be such as to show separately (a) operating
income; (b) depreciation and/or depletion if not deducted in ar
riving at (a), in which case the amount of the deduction should be
shown; (c) income from companies controlled but not consolidated
(indicating the nature thereof); (d) other recurring income; (e)
any extraordinary credits; (f) charges for interest; (g) income
taxes; and (h) any extraordinary charges.
“The company’s proportionate share of the undistributed earn
ings or losses for the year of companies controlled but not con
solidated should be disclosed in a note or otherwise on the face of
the income account. Stock dividends if credited to income
should be shown separately with a statement of the basis upon
which the credit is computed.”
There will no doubt be some who will
look on the recommendations with dis
trust or disappointment. Those who
pray for certainty and who like to look on balance-sheets and
income accounts as statements of absolute facts will resent the
destruction of their comfortable beliefs, even though they may
be forced to realize that in the nature of things there can be no
such certainty. Others, who are guided by tradition and are
content to follow precedent without pausing to inquire just
how significant are the results, may resent the questioning
of traditional practices. Some will be concerned that the
report tends to destroy the faith of the public in accounts;
and there is no doubt some force in the argument that it may
be desirable to preserve faith in institutions even if the hier
archy has its own reservations as to the soundness of their
foundations. But we believe the ultimate verdict will be that the
report is a step toward a desirable definition and understanding
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of accounts, their value and the limits on their significance; and if
the current form of presentation of accounts does result in a large
degree of misunderstanding by the public, the question of a change
of form is one that should be faced. To us, it seems evident that
it will be a great advance if corporations undertake to make clear
to the public what is meant by the accounts which they issue.
Really, it does not matter much whether the interpretation of a
phrase is one thing or another so long as everybody knows what
definition is adopted in each case. What a corporation will be
required to do under the new proposals is to tell its shareholders
and the general public what it means when it issues a statement,
and then, in the coming years, it will continue to mean the same
thing, unless somewhere along the line of march there seem to
be necessity to change the definition—and in that case every
one who could possibly be concerned must be given notice.
Although the recommendations of the committee may well pro
duce accounts having differences of form they are not directed
toward any change in the fundamental principles that have been
accepted by the accounting profession. Those principles are not
subject to change. The committee itself points this out, saying
that it aims at the universal acceptance of broad principles that
have already won fairly general acceptance.

We have received advice from a corre
spondent in North Carolina that an
amendment to the by-laws of the North
Carolina Association of Certified Public Accountants prohibiting
competitive bidding is “in full force and effect.” It is reported
to us that an officer of the society has expressed the opinion that
the amendment has already produced good results. This amend
ment was published in the Bulletin of the American Institute of
Accountants on December 15,1932, but we refrained from comment
upon the rule pending definite advice that it had been adopted.
It is, however, of the utmost importance as it establishes a prece
dent. So far as information is available it appears that this is
the first definite rule against competitive bidding adopted by any
society of accountants in the United States. There has always
been a repugnance to competitive bidding except in cases of men
who were not fully conversant with the principles of professional
ethics. Some worthy citizens have bid for professional work in
the past, but they have done so with a feeling of reluctance and a
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silent prayer that the necessity, so called, of this method of ob
taining engagements might soon pass. The North Carolina
association has now adopted and put into effect the following
article VII of its by-laws:
“Section I.—Competitive bidding is declared to be inconsistent with the
practice of a profession and the best interests of the public which it serves.
“ In order to abolish the practice and to discourage the public from seeking
bids for accounting service the following shall be a rule of this association:
“ (a) No member shall offer to perform any accounting service for a fee that,
in total or by its basis of computation is less than that which was last received
by another member for services rendered of substantially the same nature and
scope.
“ (b) Lack of sufficient knowledge and understanding of the work undertaken
upon which the last fee received was based shall not constitute an excuse for
violating this rule.
“Section II.—Penalty for violation of section I of this article:
“ (a) All charges of violation of section I of article VII shall be referred by
members to the board of directors in a written report.
“ (b) The board of directors shall consider this report and if, by a unanimous
vote of its members, probable guilt is not shown the case shall be dismissed.
When probable guilt is shown the board shall, on due notice of not less than fif
teen days to the accused, convene as a trial board of at least five members for the
purpose of hearing the accused member and any others interested. Upon the
unanimous recommendation of such trial board the board of directors may, on a
unanimous vote, dismiss the case; otherwise, the board of directors shall make
report of its conclusions and recommendations to the next regular or special
meeting of the members of the association for final action by the membership.
“ (c) Any member may be expelled from the association for infraction of the
rules of article VII by a two-thirds vote of all members present at any regular or
special meeting of the association.”

This new by-law is excellent in principle,
and it would be eminently desirable to
have it adopted in every society of
accountants throughout the United States. There may, how
ever, be some doubt as to its efficacy. The method of inflicting
discipline seems to be somewhat roundabout and apt to permit a
great deal of procrastination. Experience in other organizations
has shown that the best exercise of discipline is that which is
most direct. For example, if the rule of the North Carolina asso
ciation were to permit the trial board to inflict whatever punish
ment seemed to be deserved, there would be a far better chance of
disciplinary action in the case of guilt than there will be under the
plan provided by the by-law. It is always difficult to inflict a
penalty by vote of a large number of persons. Even our higher
courts, with their memberships of five or seven, are much given
to disagreement and a unanimous verdict seems rarer than a
divided opinion. So, in a society, the greater the number of judges
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the less probability of conclusive action, even where such action
is obviously demanded.
That, however, is really a minor point in
the present consideration. The great
value of the by-law is, as has been said,
its establishment of a precedent. It follows in general the prin
ciples adopted by the engineering societies and by other profes
sional organizations. It indicates an awakening to the evils of
professional competition and, whether it can be rigorously en
forced or not under the procedure laid down, it, nevertheless, is
an entering wedge. As such it is acceptable to everyone who has
the welfare of all professional life at heart. It has been averred
quite justly that in many cases the enactment of a law or the
adoption of a ruling is certain to be followed by violation. How
ever, there is this much to be said in favor of rules and laws: they
express a striving after better things if their purpose is to raise
standards of morality or of civic life. No law was ever obeyed
to the strict letter by everyone subject to its operation; and, if
the fact of violation were to be an effective argument against en
actment of laws, we should be obliged to adopt the principles of
anarchy. There are professional men who advocate openly the
abolition of all rules for professional practice, and they would
have everything left to the personal conscience or predilection of
the practitioner, but that presupposes a state of grace in which no
profession at present lives. Consequently, while in theory it
should be unnecessary to have a rule inhibiting competitive
bidding, the unvarnished truth is that a rule will be needed so
long as there are souls in the outer darkness who require the light
of a rule to show them the way to better things.
A Rule Salutary in
Every Way

A correspondent writes to inquire why
The Journal of Accountancy has
not discussed the question of “technocracy.” There are several
reasons for this splendid record. In the first place, we have yet
to discover any one who knows what it is all about. In the second
place, temporary fads seem to have no place in so solid and prag
matic a realm as that of accountancy. And in the third place—
and this the greatest of all—we believe entirely in the doctrine
enunciated in The Acts of the Apostles, chapter V, verses 34 to
39, inclusive.
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Accounting for Wood-Pulp Paper Industry
By C. H. Aveyard

The history of paper-making takes us back beyond the Chris
tian era. The Chinese are credited with the manufacture of
paper from vegetable fibers more than 100 years B. C. The an
cient Egyptians made paper from papyrus—a tall reed found on
the banks of the Nile. European paper-making dates from the
11th century.
For many years cotton and linen rags formed the principal raw
material of the paper-making industry. It was not until about
1870 that wood pulp came into favor. Today it is estimated that
approximately 95 per cent of all paper manufactured in this
country is made from wood pulp.
In the preparation of this description of the present industry
I am indebted to The Paper Trade Journal for the many articles
on cost accounting that have appeared therein from time to time
and also to a treatise issued by the Cost Association of the Paper
Industry entitled A Budget Cost System for Paper Mills. The
information obtained therefrom is gratefully acknowledged.
Organization

In the manufacture of paper, as in all industries, there is no
greater source of economy than the conservation of human energy
through the application of sound principles of efficient organiza
tion. This consists of the determination of the scope and limits
of action of the men and groups of men whose duty it is to carry
out the objects of a paper-manufacturing business. It also com
prises the uniting of these men to cooperate for the general good,
harmoniously, promptly, efficiently and economically. The fol
lowing chart illustrates a type of organization suitable for a paper
manufacturing business.
President
or
general manager

Treasurer or
comptroller
Budgetary control
Accounts

Works manager

Technical research
Plant equipment and
processes
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Statistics
Cost accounts
Payrolls
Credits and
collections
Office management
Legal including
trade-marks

Preparing instructions
Traffic
Production control
Stores
Cost data and service
Planning
Routing
Preparation
Inspection
Superintendence and
supervision
System
Purchasing

Advertising
Promotion
Warehousing
Training
Training sales
courses
men
Health
Directing sales Safety
force
Recreation
Wages
Profit
sharing

The heads of the four columns comprise the executive commit
tee and only these four men report to the general manager. They
are responsible for the carrying out of the activities listed in their
respective columns.
Factory and Warehouse Facilities

In choosing a location for a paper mill the necessity for having a
large supply of water at command must be considered. Not
only is a large quantity necessary, but it should be free from impu
rities. In all stages of manufacture of paper the consumption of
water is relatively large and the quantity of water used in steam
raising is considerable.
Other factors in determining locality include the question of
freight on raw and manufactured materials, the cost of coal and
the supply of labor.
As to the layout of the plant itself, it is suggested that an ar
rangement under which all the machinery is on the same floor is
about as good as any. The beaters should be in a room by them
selves. In the next and largest room of the mill should be the
paper machines. Beyond the machine room should be the finish
ing room in which are situated the cutting machines and hydraulic
packing presses, etc. In an annex, close to the beaters, dissolving
vats for chemicals, lime and caustic soda, and mixing vats for
bleach and clay should be installed. If machinery is used for
converting rags into pulp this should be in a separate room, pref
erably the first room before the beater room. As far as possible
the attempt should be to have the manufacture proceed in a
straight line through the factory, raw materials entering at one
end and the finished product emerging at the other.
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There should be a central power station to develop electrical
energy with maximum economy. This should contain equipment
sufficient to provide electric power for the operation of the entire
plant. The power consumption of each unit should be measured,
so that costs can be more easily calculated.
The stores should be in close proximity to the factory and it is
usually advantageous to have sub-stores at convenient parts of
the factory so that the workmen do not have to waste unnecessary
time. The pulp and other ingredients should be stored as near to
the beaters as possible. Usually a supply of “stuff” or beaten
pulp sufficient to keep the paper machine operating for 24 hours,
or more, is stored in the stock chests; in the event of delay in the
beaters, the paper machine can then continue operations.
The shipping department should be located near the finishing
department and at the same time as close as possible to the rail
road siding.
A very important factor in the factory and shipping department
is the atmospheric condition. Paper is susceptible to every
change in the atmosphere and as it absorbs moisture it has a
tendency to expand across the grain of the sheet. In absorbing
moisture the fibers expand and in drying shrink. The amount of
moisture in the air has also a marked effect on the reaction of
paper to static electricity with which it often becomes charged as a
result of friction caused by the contact of the paper with the steel
rollers. A simple method of minimizing this trouble is to keep the
press-room warm and to humidify the air. This can easily be
done by opening a pet cock in a steam radiator.

Raw Materials
Paper is made from cellulose, the predominant constituent of
plant tissues. Many plants and trees are suitable for paper mak
ing, but the commercial value of each is determined by the cost of
separating the cellulose from resins, fatty substances and other
non-fibrous material. Length and strength of the fiber and such
important factors as transportation, storage and regularity of
supply must also be taken into account.
The materials mostly used in paper making are wood pulps,
linen, cotton, hemp, jute, esparto, straw and waste paper. In
the manufacture of paper boards, bagasse, the waste material of
sugar cane after the juice has been pressed out, is being increas
ingly used.
173

The Journal of Accountancy
Wood pulps. In the United States, nearly all paper is made
from wood pulp. The conversion of wood into paper pulp is a
process distinct from the manufacture of paper and it is not
within the scope of this article.
The supply of pulp comes almost entirely from four species of
trees, viz., spruce, hemlock, balsam and poplar. These species
grow in the northeastern and lake states where most of the paper
mills are located. Large supplies of pulp are, however, imported
from Norway and Sweden.
Linen and cotton. The best linen and cotton rags are used for
the highest grades of writing, bond and ledger papers. Papers
made from cotton are softer than those made from linen.
Hemp, jute, esparto and straw. In Europe various kinds of
grasses and straw have long been in use for paper making. Hemp
and jute are used to a small extent. Esparto is used in England
for the making of featherweight paper used to give bulk to vol
umes. Straw is used in considerable quantities for pasteboard,
cardboard and wrapping paper.
Material of this type usually represents seasonal crops and
presents difficult problems of storage. Susceptibility to decay is
also a serious factor.
Waste paper. It is estimated that for every ton of waste paper
that can be substituted in paper manufacturing, there will be a
saving of eight trees of mature growth required to produce a ton
of wood pulp. A great variety of old paper is used by the paper
industry. In nearly all mills damaged and useless paper is re
turned to the beaters and used as pulp. This is known as
“broke.”
The diagram on page 175 will serve to indicate in condensed
form the processes of manufacture of paper.
As a general proposition, it may be stated that no by-products
result from the manufacture of paper. Spoilt paper can usually
be cut down into smaller sheets and certain types of paper, no
tably tissues, can be cut into those very narrow strips used for
packing chocolates, etc., known technically as “excelsior.” Paper
that is unsalable is put back into the beaters and used as pulp.

Material Records
Records should be maintained classifying all materials, equip
ment and supplies used, and these should contain information as
to what the prices are and the names of the suppliers. A cata174
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purchased
----- -----Shredder

Alum

Color

Fillers Size
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mixers
Machine
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Paper
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Wet presses
Dryers
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Reel
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->Finishing<—
Wrappers
Finishing supplies
Shipping-<Shipping supplies

logue cabinet should be provided with card indexes by class of
material and by name of supplier.
Materials on hand are best recorded on cards. Information
should be afforded of the quantities received and issued and the
balance on hand; maximum and minimum quantities should be
set up and rigidly observed. It is usually found convenient also
to record the location and classification number as well as the
description of the stock. Columns are often provided for values
in addition to quantities, the cards thus tying in with the ledger
control. For the recording of supplies (as distinct from pulps
and other raw materials) space should be provided for supplies
ordered and also supplies apportioned. In addition to these
cards, another record is kept, in quantities only, in the stores.
This system consists of a bin ticket attached to each bin or other
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form of storage. The bin tickets usually can not be made to
serve as the record of stock on hand, but in addition to recording
quantities on hand in a compact form they have a disciplinary
effect in that each stockman can be required to enter his initials
on the bin ticket every time he withdraws stock. By specifying
minimum quantities on the bin tickets and requiring the stockman to notify the regular stock-record clerk when minimum
quantities are reached, a double check is provided against over
looking low stocks.

Storekeeping and Inventory Procedure

The materials should be stored in bins, racks, etc., and it will be
found desirable to store pulps in a dry place, otherwise variations
will occur in the air dried content and incidentally in the weight
of the pulp.
Under modern methods of manufacture, a “furnish” is pre
pared, giving full information of the quality and quantity of the
material required for each run or order, and the order number to
which it is to be charged. A copy of this goes to the storekeeper
as his authority for issuing the material and another copy passes
with the other papers to the factory, representing the foreman’s
authority to withdraw the material. Supplies are issued on
requisitions signed by a foreman. The storekeeper inserts the
standing order number indicating the account to which the sup
plies are to be charged, and after he has made his record on the
bin ticket the requisitions are passed to the stores clerk for record
on the cards and subsequent entry in the materials-distribution
book.
To achieve simplicity in handling the stores, a system of ac
count numbers should be used. This avoids a long detailed de
scription of each kind of material and provides a means of finding
quickly the various accounts in the stores ledger.
All purchases should be made through the purchasing depart
ment, the functions of which include the securing of the most
satisfactory material at the lowest prices, coupled with the best
terms of payment and the most desirable delivery. Purchases
will fall broadly into two classes, (1) raw materials and (2) general
supplies. Raw materials will consist of different grades of pulps,
chlorine, size, alum, etc. These are usually purchased on forward
contracts, which, in the case of pulps, may call for delivery of
specified quantities monthly over a period of one or two years.
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Often the contract will not begin to operate until a date a year or
more ahead. General supplies comprise the usual machinery,
parts, etc., incidental to any manufacturing business. Usually
dry and wet felts, referred to under manufacturing processes,
form a substantial part of the supplies inventory.
The receiving department should be provided with a copy of all
purchase orders and deliveries should be endorsed on it. The re
ceiving slips should be ruled to show the date received, name of
consignor, date of shipment, number of outward order and car
number. In the case of raw materials, columns should be pro
vided to record the markings and weights of each bale. Usually
about 20 per cent only of the bales are weighed and if the average
weight thus established does not vary by more than 1 per cent
from the weight according to invoice, no claim is made. Tests
are also made of the percentage of air dried contents of the pulp
(i. e. the percentage of moisture which the pulp contains) and if
this does not correspond with the reputed percentage in the
contract, a claim should be made.
The sampling and moisture testing of the pulp must be done
according to one of the recognized methods. The auger method
is best suited for baled hydraulic pressed pulp in sheets, and
rolled pulp. At least 10 per cent., preferably 20 per cent., of the
shipment should be sampled. Samples must be drawn from sound
and intact bales and from different sections of a shipment. The
sample is taken by boring into a bale to a certain depth with a
special instrument known as an auger which cuts a disc about 4"
in diameter. The samples as taken are immediately placed in a
metal can with tight fitting cover and the net weight is obtained.
The wet samples are next placed in an oven at 212° F. until they
are what is termed “bone dry” and the weight is again deter
mined. By dividing the percentage “bone dry” by .9, the air
dry percentage is obtained. The percentage of moisture should
be noted on a tag and put on the bales.
Production

It is absolutely imperative that the condition of the manu
facturing department, its percentage of uncompleted work and
the factory’s capacity for further orders be always known. The
task of laying out in detail all work to be done and maintaining a
perfect record of progress of work on all orders should be centered
in one distinct department.
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Departmental reports. A report should be made up by the fac
tory at the end of each day or shift showing the number of pounds
of paper manufactured on each machine during the preceding
eight hours, with a notation of the order number, date, machine
number, etc. Comment should be added of any breakdown or
hold-up, etc., stating the time lost and reason for the delay.
Weekly reports showing orders sent to the factory, orders com
pleted, orders shipped, etc., made up to Saturday of each week
should also be prepared. A general monthly summary somewhat
like the following will be found very useful.

Total no. of lbs.
“
“
Total no. of lbs.
“
“ “ “
Total no. of lbs.
“
“
“

General monthly summary
............................ 193..
shipped to date this year
“ last
“
“
ready for shipment this date last year
“
“
“
“ “ this “
still to be shipped at this date this year
“
“
“ last
“

Costs

The determination of material costs would be simple if the
weight and moisture content of pulp did not show such a wide
variation. The first roll of pulp may weigh 75 lbs. air dry, the
next one 50 lbs., and so on. Each roll should have a tag affixed
to it showing average weight and moisture content, and it is then
only necessary for the beater-man to report the number of rolls
put in the beater. Alternatively the material should be weighed
at the time of its use and a report made of the quantity used.
From such reports the number of dry lbs. of pulp used can easily
be calculated. The percentage of moisture in the pulp is the first
figure absolutely necessary in determining material costs.
If one grade of paper only is manufactured the simplest method
of costing for materials is to divide the cost of materials used for
any given period by the total output in pounds or tons for that
period. The quantity of materials used during any period will
be ascertained from the “furnishes” for the like period (the
“furnish” is the equivalent of the bill of materials).
Where many grades of paper are manufactured, it will be found
that each machine, as far as practicable, is used for the manu
facture of the same grade of paper and changes are made as seldom
as possible. In this case the basis of the costing should be per
run or per order. Cost of materials used, calculated from re
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ports, for the run (or order) will be divided by the lbs. (or tons)
contained in the run (or order) to establish the cost per pound or
other unit of weight of the particular grade. A run may be one
order or several orders or a given quantity, etc.
The various process supplies, such as glue, rosin and alum,
must be determined in some convenient unit as “pounds per
gallon” and the “furnish” should record the number of pounds
used.
Wherever it is possible, direct labor should be included with
manufacturing burden to establish an inclusive departmental
rate known as the “cost of conversion” rate. The labor in the
first place should be allocated to departments such as conversion
and finishing, steam, building expense, power, maintenance, etc.
Such part of the labor as is attachable to productive departments
should be distributed directly to the machine producing the ma
terial on which the labor was expended. Cost of auxiliary de
partments will be allocated to the machines.
In the manufacture of paper, time is a vital factor. Some
pulps are “beaten” longer than others, according to the grade of
paper required. Again the output per minute of the paper ma
chine is determined by the quality of the paper being run off, etc.
Overhead should, therefore, be allocated on a machine-hour or
man-hour basis, preferably the former.
The expenses should be distributed to individual departments
and then to individual machines. In computing the machinehour rate, the manufacturing expenses for a given period are al
located to the machines. The total manufacturing expense thus
attachable to each machine is then divided by the number of
normal operating hours for the given period to establish the
machine-hour rate. The number of “normal” operating hours
will vary with the policy of the management; in one plant eight
hours a day may be normal while in another sixteen or twentyfour hours a day may be more nearly normal.
It is common practice in paper mills to establish a “cost of
conversion.” This is an “all-in” rate which includes labor cost
as well as overhead. To determine the cost of conversion of a
certain “run” or order, the number of hours involved, from the
time the pulp is put in the shredder or beater until finished paper
sufficient to complete the “run” or order is made, must be ascer
tained. The cost of conversion rate multiplied by the hours in
volved gives the total cost of conversion for the “run.”
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In the paper industry as all the product passes through one
principal conversion process, the simplest method for allocating
general mill burden is on an auxiliary conversion machine-hour
basis. It will be necessary to estimate the number of machinehours, assuming normal production, for a given period. Total
general mill burden for the period divided by estimated machinehours for the same period will establish the auxiliary rate.
In passing, it may be well to remark that costs determined as
described would necessarily fluctuate with output, as much of
the burden is fixed and varies little with quantity of product
manufactured. Actual costs should therefore be supplemented
by pre-determined costs. These establish that the conversion
cost of a certain grade of paper is so much, based on normal
operating capacity. This will be the scheduled cost of conversion
for the ensuing quarter or other period. In addition it is necessary
to estimate the cost of the “furnish, ” the “broke” made and the
invisible loss, and this is the total cost per ton and is the scheduled
cost.
“Furnish” materials must be known to a nicety and definite
factors for conversion to dry weight must also be set up. The
time necessary for beating must be known and controlled in actual
operation. The paper machine output in each weight and qual
ity must be kept in mind and that output and that weight must be
controlled.
The following tabulation indicates in a general way how cost
and selling price are determined:
Raw material used at beaters.......... ...............
Conversion departmental cost, 14 hours at
$20 per hr.

Material weight.........................
Broke from machine................
Total rough paper cost...................
Invisible waste..........................
Finishing material............................
Finishing department 150 hours. . ..

20,000 lbs.

280.00

20,000 lbs.
(5%)
17,000 lbs. 18,000 lbs.

...............

1,000 lbs.

...............

$1,000.00

1,280.00
30.00

1,250.00

2,000 lbs. (10%)

45.00
150.00

Finishing broke from 17,000 lbs. .................
Inventory value 16,150 lbs...............
General mill burden 14 hours.......... .................
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1,450.00
25.00
1,425.00
42.00
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Mill cost.............................................................
Selling expense...................................................
Freight and cartage outward............................

$1,467.00
29.00
34.00

Delivered cost....................................................
Profit 14 hours at $20 per hour........................

1,530.00
280.00

Net selling value................................................

$1,810.00

Depreciation

The depreciation rates adopted by a paper mill must have
reference to the number of hours per day worked and to the policy
adopted in dealing with renewals. Many paper mills work 24
hours a day and seven days a week. The wear and tear in such a
case is necessarily heavier than when the machinery is used 48
hours a week. Overtime affords less opportunity for ordinary
repair and replacement and when a machine is operated for two
or three shifts a day, it is under the supervision of a different
person during each shift, and there is a tendency for each to leave
minor adjustments or matters involving a stoppage to his suc
cessor.
The bureau of internal revenue has recently issued a prelimi
nary report on depreciation studies outlining suggested rates of
depreciation for many different industries. In a foreword to the
report, it is stated that these statistics represent the results of the
bureau’s depreciation studies over a five-year period, made with
the cooperation of a number of trade associations and corpora
tions. For the pulp and paper industry, the following rates are
suggested:

Absorbing system, milk of lime................ ..........
Balers.......................................................... ..........
Barkers:
Drum....................................................... ..........
Hand....................................................... ..........
Beaters........................................................ .........
Bins, storage, chip...................................... ..........
Bleachers.................................................... ..........
Blowers for chips and refuse..................... ..........
Blower systems for heating....................... .........
Burners, sulphur, acid plant..................... ..........
Calenders.................................................... ..........
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Probable Depreciation
useful life
rate
10 yrs.
10 %
15
6⅔
10
15
20
30
15
10
15
12
22

10
6^
5
3^
6^
10
6^
8⅓
4½
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Probable Depreciation
useful life
rate
Chests, storage:
Concrete.............................................................
Steel....................................................................
Wood..................................................................
Chippers.................................................................
Conveyers:
Inside..................................................................
Outside...............................................................
Cockers..................................................................
Coolers...................................................................
Cranes, heavy, hoistand traveling........................
Crushers, wood......................................................
Cutters...................................................................
Cylinder machines, for paper andpaper board ..
Deckers..................................................................
Diffusers.................................................................
Digester linings......................................................
Digesters:
Indirect..............................................................
Rotary................................................................
Vertical, stationary............................................
Drainers.................................................................
Dust collectors.......................................................
Dusters...................................................................
Elevators................................................................
Evaporators:
Disk....................................................................
Multiple effect...................................................
Fourdrinier machines............................................
Furnaces, rotary....................................................
Grinders.................................................................
Hoods, machine, paper:
Asbestos.............................................................
Wood..................................................................
Jordans..................................................................
Knotters.................................................................
Kollergangs............................................................
Layboys.................................................................
Linings (wood) for blow pits.......................................
Machine-shop equipment......................................
Melters, sulphur....................................................
Pans:
Causticizing.......................................................
Wash..................................................................
Pits, blow:
Concrete.............................................................
Steel tank...........................................................
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30 yrs.
22
15
20

3⅓%
4½
6⅔
5

15
12
20
10
20
13
20
20
20
25
7

6⅔
8⅓
5
10
5
7½
5
5
5
4
14

22
20
25
30
20
17
15

4½
5
4
3⅓
5
6
6⅔

17
25
20
17
20

6
4
5
6
5

20
10
18
15
20
12

5
10
5½

6⅔

20
8

5
8⅓
12½
5
12½

15
25

6⅔
4

30
20

3⅓
5

8

Accounting for Wood-Pulp Paper Industry

Platers....................................................................
Presses:
Bark....................................................................
Filter..................................................................
Hydraulic...........................................................
Pumps:
Acid....................................................................
Centrifugal.........................................................
Plunger, duplex or triplex.................................
Pressure..............................................................
Vacuum..............................................................
Reels.......................................................................
Rifflers:
Concrete.............................................................
Wood..................................................................
Save-alls.................................................................
Screens:
Sliver..................................................................
Rotary................................................................
Shredders...............................................................
Slashers..................................................................
Smelters, sulphate process....................................
Splitters..................................................................
Stackers, pulpwood...............................................
Tanks:
Causticizing.......................................................
Leeching.............................................................
Mixing (wood)...................................................
Mixing (wood) for clay.....................................
Storage, acid......................................................
Storage or washing (concrete)...........................
Storage or washing (wood)...............................
Thickeners.............................................................
Thrashers...............................................................
Towers, absorbing system.....................................
Trimmers, paper....................................................
Trucks, hand.........................................................
Washers, bleach or paper stock............................
Wet machines........................................................
Winders..................................................................

Probable Depreciation
useful life
rate
13 yrs.
7½%
7
15
20

14
6⅔
5

5
15
18
15
15
15

20
6⅔
5½
6⅔

6⅔
6⅔

30
18
20

3⅓
5)4
5

12)4
15
12
14
7
20
14

8

8)4
7
14
5
7

20
22
12
20
12
30
15
20
14
15
15
10
20
18
15

5
4)4
8⅓
5
8)4
3⅓
6⅔
5
7
6⅔
6⅔
10
5
5½
6⅔

6⅔

The English inland revenue authorities allow 5 per cent on the
reducing-balance method for paper-mill machinery working dur
ing the day and only 7½ per cent for machinery working both day
and night.
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Organization Facilities and Markets

In practice it will be found that the selling policy of the particu
lar factory must determine the methods of organization. A
factory may manufacture one kind of paper only or it may manu
facture several kinds. Again a factory may manufacture to order
only or it may manufacture first and sell after, or it may combine
the two policies.
For example in a factory manufacturing to order one type of
paper only, e. g. tissues, research might be made to ascertain new
uses for the particular paper, as for paper napkins or as packing
papers, etc. The possibilities of the paper as a good subject for
coating or crêping might be exhausted also. Incidentally sales
of paper for new uses might be promoted and new markets opened
to advantage. The policy of advertising must of necessity be
determined by the special circumstances of the case. In the par
ticular case of tissues made to order samples might be sent with
advertising matter to prospective customers.
Adequate warehouse accommodation should be provided where
the paper can be stored pending shipment. Even in cases where
paper is made to order it will be found that a small stock is carried,
arising from cutting paper down into smaller pieces and also from
damaged or “culled” rolls. If a roll of paper has soft ends, it
may be entirely unsuited for the purpose originally intended, but
after cutting off the ends the remainder may be perfectly good.
Such rolls may be cut down into sheets and sold. If the paper is
sold in rolls these can be stored on the floor—no special facilities
are necessary. If the paper is cut into sheets, shelves will be nec
essary to provide adequate accommodation. The warehouse
should be situated as close to the railroad siding as practicable to
avoid hauling heavy rolls of paper over unnecessary distances.
The warehouse should be equipped with trucks and cranes and
any other tackle needed in the lifting and hauling of heavy rolls or
bales, etc. Special consideration should be given to the atmos
pheric conditions within the warehouse and to their effect on paper.
The market for paper is world wide and limited only by the
question of prices and tariff.

Uses of Paper
The uses of paper are too well known to require mention.
They vary from bank notes to blotting paper and newspaper
print to hand-made stationery. Because of the varied nature of
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the finished product there is a tendency for mills to specialize in
one particular type. Tissues, for example, are used quite ex
tensively and include many forms of light packing paper, nap
kins, handkerchiefs, fancy crepe papers, coated papers, etc., etc.

Methods

of

Distribution and Distribution Costs

Paper is distributed either by railroad or water. It is loaded
on freight cars or freighters at the warehouse and conveyed to its
destination at home or abroad. Rolls of paper are covered with
brown packing paper, with special cardboard protectors over the
ends of the rolls to protect them. Local sales are distributed by
truck.
Packing expense may be considered either as a manufacturing
expense or as a distribution expense. If the paper is packed at
once after it is manufactured, the expense is usually considered as
a manufacturing expense, but if the packing is deferred until the
paper is shipped, the expense is often considered as a distribution
expense. As a rule it is preferable to consider the expense as in
separable from manufacturing, to classify it as a manufacturing
expense.
Accounting

In the financial records, accounts will be carried for inventories
of raw materials, supplies and finished product, work-in-process,
cost of sales, manufacturing, administrative and distribution ex
pense controls, etc. Raw materials and supplies issued to factory
will be transferred from inventory to work-in-process, monthly.
Labor applicable to manufacturing, both direct and indirect, will
be accrued monthly and charged to work-in-process. Manufac
turing expense will be transferred monthly from manufacturing
expense control to work-in-process. As the paper is finished a
transfer is made from work-in-process to finished-goods inventory
and on sale from finished-goods inventory to cost of sales.
In the factory ledger, accounts are maintained for work-in
process, direct and indirect labor, the principal classes of burden
and general ledger control. Materials used will be charged to
work-in-process and credited to general ledger control. Labor at
piece work or day rate and burden at standard burden rates will
also be transferred from their respective accounts to work-in
process. As the details of labor and burden are furnished to the
factory they will be charged to their respective accounts and
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credited to general ledger control. When the paper is finished,
work-in-process is credited and general ledger control is debited.
Control is maintained over the factory ledger by the work-in
process account. This has its reflection in the general ledger
control in the factory ledger. The balance of the work-in-process
account in the general ledger represents the aggregate of the open
balances on the factory ledger.

Special Auditing Features
Special auditing features arise chiefly from the inventory, the
chief of which are discussed below:
Raw materials. In calculating the quantity of pulp, the weight
is based on percentage of air dried content. Thus, 100,000
pounds of Dexter pulp with an air dried content of 53.70 per cent
would mean 53,700 pounds of actual pulp, the balance being
moisture. It is on this air dried content that the price is based
and this figure must be used for the purpose of valuing the in
ventory. The extension will be made on a basis of 53,700 pounds
and not 100,000 pounds. In taking inventory, the bales of pulp
are usually scheduled according to their average contents, as set
up on receipt of the pulp by weighing a certain percentage of the
bales. Strictly, in addition to scheduling weights, a test should be
made of a certain number of bales to ascertain the air dried content,
as it is possible that the pulp may have absorbed more moisture
since receipt. A difference usually exists between the quantities
shown by the books and those revealed by the physical count.
Forward contracts for pulps, etc. It will usually be found that
contracts have been entered into for the delivery of pulps, chlo
rine, starch, coal, etc., over the ensuing year or two. The contracts
themselves should be inspected and the undelivered quantities
should be scheduled. A register is usually kept showing quanti
ties under contract and already delivered under each contract.
If it is thought advisable, confirmation may be obtained from the
vendor. If goods in transit are set up at the date of the balancesheet, care should be taken to see that such goods have been
adjusted in the undelivered quantities under the forward con
tracts. It will be found that the contracts are for various prices
and it is a fine point to determine whether or not these prices are
above market price at the date of the balance-sheet. Determina
tion of a fair market price at the date of the balance-sheet may be
no simple matter. It is interesting to compare the prices accord
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ing to the contracts for future delivery with the average price
paid for pulp during the period under review, on which the profit
or loss for that period has been made. Often a contract entered
into at a high price may be canceled in consideration of a new
contract made for, say, double the amount for twice the period.
Thus at the date of the balance-sheet there may be an outstand
ing contract for the delivery of 1,200 tons of pulp over a period of
a year at the rate of 100 tons a month. The contract price may
be $24 a ton and the market price at the date of the balance-sheet
$22. Between the date of the balance-sheet and the date of the
audit the price of pulp may have dropped to, say, $20 and the
original contract may have been cancelled and a new one entered
into for 2,400 tons at $21.85 per ton, a slight reduction in price
from the old contract in consideration of increasing the quantities
to be delivered. The new contract may call for delivery over a
period of two years. In such a case as this the price under the
new contract is less than the market price on the day of the
balance-sheet, but may be higher than the market price likely to
prevail during the life of the contract. In the circumstances, it
would seem wise to set up a reserve for the difference between the
price stipulated in the old contract and the market price on the
day of the balance-sheet. Should it be considered that the dip to
$20 was purely temporary and as a fact the new contract had been
secured on exceptional terms, there may be grounds for contend
ing that no reserve is necessary.
Finished paper. The quantity of finished paper carried will be
determined by the policy of the management. Some mills manu
facture only to order, while others manufacture for stock. What
ever the policy pursued, all mills carry “cull” rolls and cut down
pieces. It is the auditor’s duty to see that these are valued at a
fair market price, which may be considerably less than the price
for paper in perfect condition. The paper on hand turned out in
the last day or two before the balance-sheet, which may be classi
fied either as work-in-process or as finished paper, can usually be
verified with the daily production reports sent to the office after
each shift.
It is often possible to reconcile total production with sales and
establish the correctness of the inventory of finished paper. Pro
duction, in tons or pounds, can be ascertained from the monthly
summaries of the daily production sheets and the sales, in tons or
pounds, from the monthly summaries of sales.
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The Accounts of an Oil Company *
II
By H. G. Humphreys

At the present time executives are more concerned than ever
before with regard to the conservation of their company resources.
In my previous article on this subject, which appeared in the
February issue of The Journal, attention was directed to the
importance of the disposition-of-funds statement and the par
ticular advantage of ascertaining the amount of gross additions
to properties* (See schedule below) as well as the net additions
(**). In the article mentioned, a brief outline was given of a
method of developing the control figure of gross additions. This
control figure may be analyzed by means of the appended form:
Changes in Property Account for the Period
from............. to...............
Vertical Classification:

Consisting of each general ledger property account, divided by departments,
covering operating, developing and non-operating properties (e.g. oil and gas
properties in operation, distributing stations—each in one amount).
Horizontal Classification:

Total expenditures, including additions to work in progress
Deduct:
Credits on disposals and retirements
Cash proceeds
Warehouse credits
Trade-in credits
(*)Remainder, being gross additions to properties
Transfers—
Total of “in” equal to total of “out”
Deduct:
Charges to reserves
Charges to profit and loss
Cancelled leases
Other property disposals and retirements
(**) Balance being net additions to properties

It is perhaps needless to say that before making capital ex
penditures an estimate of the cost of each project should be made
in detail and be officially approved and that actual expenditures
*The first article in this series appeared in The Journal of Accountancy for February,
1933. The third article will appear in the May, 1933, issue.—Editor.
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in excess of respective estimates should be investigated and
report upon them made to the proper officers.
The peculiarities in the balance-sheet of an oil company,
broadly speaking, will be found in four items: properties, reserves,
inventories and tax liabilities. The other assets and liabilities
are common to most industries.
Another interesting feature lies in the fact that while the debit
for raw material (crude oil produced) is a current asset, the cor
responding credit is given to oil earnings, valued at the posted
market price prevailing at the date of production. The liabilities
incident to production consist of operating and maintenance costs,
including taxes and insurance, the total of which ordinarily
average from ten to twenty cents a barrel. In normal times, the
anticipated future earnings from settled crude oil production for
a three months’ period shown as a current asset in a balancesheet specially prepared for bankers’ information has been al
lowed as such by bankers. The depletion and depreciation re
serves—to be discussed in a subsequent article—account for the
decrease in book values of oil properties in respect of crude oil
produced.
Come now the departmental investment and income state
ments. First, they will be submitted in condensed skeleton form,
by departments, and in later articles the corresponding details
will be discussed. These condensed statements, which follow,
are usually compiled for the month and year to date:
(o) All Departments
Properties and Reserves

Cost of undeveloped and developing oil and gas properties and
other non-operating properties............................ $
Deduct: reserve for amortization of leases, etc.............
............... $
Cost of properties in operation................................... $
Deduct: reserve for depletion and depreciation.........
............... ...............
Total depreciated cost of properties...................
$
General Income Statement

1. Gross earnings (with the exception of sales by distributing sta
tions for company cars, etc., all inter-company and intra
company sales are eliminated, corresponding elimination
being made from next item (2))............................................. $
2. Deduct:
Operating expenses, cost of sales, general taxes, selling and
administrative expenses, etc..................................................
...............
3.
Net earnings.......................................................................
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4. Add:
Non-operating income—non-recurring............ $
Non-operating income—recurring...........................
6.
Gross income............... .......................................
7. Deduct: sundry non-operating charges................ $
8. Allowance for income taxes...............................
............... ...............
9.
Income available for interest............................................
10. Deduct: interest and discount expenses.................................
...............
11.
Income before capital extinguishments (taken up as re
sources in disposition-of-funds account).......................
12. Deduct: depletion, depreciation, amortization, canceled
leases, disposal of assets, retirements and other capital ex
tinguishments .........................................................................
...............
13.
Net income......................................................................... $_______
Note: (a) Total depreciated cost of properties, as above, is the aggregate
of corresponding costs per departmental statements (1-8) following: Costs of
non-operating properties are charged against the department which will even
tually operate them—e.g., undeveloped oil and gas properties are included in
(1) statement of oil and gas properties. Accordingly, canceled leases are
deducted from income in the same statement.
(b) Net income (item 13 above) less non-operating income, non-recurring
(item 4 above) is the aggregate of net income per departmental statements
(1-8) following.
(c) The following are the general expenses (net) which are apportioned over
departments 1-8 in ratio to respective depreciated cost of properties at the
date of the balance-sheet:
(1) Administrative expenses not directly allocable to departments
(2) Non-operating income—recurring
(3) Sundry non-operating charges
(4) Allowance for income taxes
(5) Interest and discount expenses
(d) In making state income-tax returns of a company which operates or has
investments in two or more states, one is beset with many difficulties. Cer
tain income and expenses may be directly allocated to a given state in accord
ance with the income-tax laws of that state. Some items of income are nontaxable and some expenses are non-deductible—these are eliminated. The
balance may be distributed over states in accordance with the principle of
apportionment above mentioned.
(1) Oil and Gas Properties
Cost of properties......................................................................... $
Deduct: reserve for depletion, depreciation and amortization..
_______
Depreciated cost of properties............................................... $_______
Condensed Summary of Income

*Crude oil sales—external.............................................................. $
*Crude oil sales—internal..............................................................
* Inventory increase (closing inventory being valued at prevailing
posted market prices at date of balance-sheet)....................
...............
Crude oil production.............................................................

190

The Accounts of an Oil Company
Gas sales................................................................... $
Miscellaneous earnings............................................
............... ...............
Gross earnings..............................................................................
Deduct:
Operating and maintenance expenses................. $
General expenses—direct.....................................
General expenses (net) apportioned....................
............... ...............
Income before capital extinguishments...............................
Deduct: depletion, depreciation, amortization, canceled leases,
other capital extinguishments and property disposals..............
...............
Net income............................................................................ $_______
*Note : state barrels and amount
(2) Crude-Oil Storage
Cost of properties (land, easements, tanks, etc.)........................ $
Deduct:
Reserve for depreciation...........................................................
...............
Depreciated cost of properties................................................. $_______
Condensed Summary of Income

*Sales—external.............................................................................. $
*Sales—internal..............................................................................
Miscellaneous earnings—external................................................
Miscellaneous earnings—internal.................................................
...............
Total gross earnings...............................................................
Deduct:
*Crude oil purchased................................................. $
*Inventory decrease or increase................................
Operating and maintenance expenses.....................
General expenses—direct.........................................
General expenses (net)—apportioned.....................
............... .............. .
Income before capital extinguishments...............................
Deduct: depreciation and property disposals............................
...............
Net Income............................................................................ $
*Note: state barrels and amount
(3) Pipe-Line Department—Crude Oil
Cost of properties......................................................................... $
Deduct: reserve for depreciation.................................................
...............
Depreciated cost of properties.............................................. $
Condensed Summary of Income

Pipage—external...........................................................................
Miscellaneous earnings—external................................................
Pipage—internal...........................................................................
Miscellaneous earnings—internal.................................................
Gross earnings........................................................................
Deduct: operating and maintenance expenses......... $
General expense—direct............................
General expenses (net)—apportioned........
...............
Income before capital extinguishments....
-----------
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Deduct: depreciation and property disposals............................. $
Net income...................................................................... $
Barrelage:
Gross barrels gathered.........................................
Pipe-line allowance...............................................
...............
Barrels to be accounted for.................................
=====
Note: It is generally known that the large pipe line companies
(common carriers) carry their accounts in accordance with
the I.C.C. classification. The above form has to do with a
comparatively small pipe-line system.
(4)

Natural Gasoline Department

Cost of properties......................................................................... $
Deduct: reserve for depreciation......................................................
Depreciated cost of properties............................................. $
Condensed Summary of Income

*Net sales of products
$
External....................................................................................
Internal.....................................................................................
*Residue gas sales
External....................................................................................
Internal.....................................................................................
Miscellaneous earnings
External....................................................................................
Internal.....................................................................................
Gross earnings.......................................................................
Deduct:
**Casinghead gas purchases.................................... $
Dry gas purchases................................................
Operating and maintenance expenses.................
...............
*Production......................................................
*Inventory decrease or increase............................
Selling expenses—apportioned............................
General expenses—direct.....................................
General expenses (net)—apportioned.................
...............
Income before capital extinguishments...............................
Deduct: depreciation and property disposals............................
Net income............................................................................ $
Note: *state gallons and amount
**State M. cub. ft. and amount

(5a) Refinery Department
Cost of properties.........................................................................
Deduct: reserve for depreciation................................................
Depreciated cost of properties.............................................

$

$

Condensed Summary of Income

*Net sales of products—external...................................................
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*Net sales of products—internal................................................... $
Miscellaneous earnings—external................................................
Internal............................................................................................
Gross earnings.......................................................................
Deduct:
*Crude oil consumed, plus pipage......................... $
Processing loss (quantity only)..........................
Operating & maintenance expenses....................
*Purchased products.............................................
*Inventory decrease or increase............................
Selling expenses—apportioned............................
General expenses—direct.....................................
General expenses (net)—apportioned.................
.............. .
Income before capital extinguishments...................................
Deduct: depreciation and property disposals...................................
Net income........................................................................... $
Note: *state gallons and/or barrels and amount

(5b) Lubricating Department
Cost of properties.........................................................................
Reserve for depreciation.......................... ...................................
Depreciated cost of properties.............................................

$

$

Condensed Summary of Income

*Net sales of products—external..................................................
*Net sales of products—internal..........................................................
Gross earnings.......................................................................
Deduct:
*Component oils, etc., used..................................
Operating and maintenance expense...................
Inventory decrease or increase............................
Selling expenses—apportioned...........................
General expenses—direct.....................................
General expenses (net)—apportioned.................
.............. .
Income before capital extinguishments...............................
Deduct: depreciation and property disposals...................................
Net income............................................................................ $
*Note: state gallons and amount

(6) Tank-Car Department
Cost of properties.........................................................................
Deduct: reserve for depreciation...............................................
Depreciated cost of properties.............................................

$

$

Condensed Summary of Income

Car rentals—external...................................................................
Car rentals—internal...................................................................
Mileage—company cars...............................................................
Mileage—leased cars....................................................................
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Repairs for outside concerns........................................................ $
Miscellaneous earnings external..................................................
Internal.....................................................................................
..............
Gross earnings..................................................
Car-shop expenses...................................................
Repairs by railroads and others.............................
Car rents..................................................................
Miscellaneous operating expenses...........................
General expenses—direct........................................
General expenses (net)—apportioned.....................
..............
...............
Income before capital extinguishments...............................
Deduct: depreciation and property disposals............................
..............
Net income............................................................................ $_______
Note: in the general income statement the net income of this
department is applied in reduction of expense.

(7) Distributing Stations
Cost of properties.........................................................................
Deduct: reserve for depreciation................................................
Depreciated cost of properties.............................................

$

..............
$_______

Condensed Summary of Income

*Net sales of gasoline, lubricants, etc............................................
Net sales of other merchandise....................................................
Gross earnings.......................................................................
Deduct:
*Purchases from refinery, lubrication department
and natural gasoline department.............. $
*Products purchased—external.............................
Other merchandise purchased—external............
Freight on purchases...........................................
*Inventory decrease or increase...........................
Direct operating and maintenance expenses....
General expenses—direct....................................
General expenses (net)—apportioned.................
Income before capital extinguishments................................
Deduct: depreciation and property disposals............................
Net income............................................................................
*Note: state gallons and amount

$

..............

$_______
...............
$_______

(8) Internal Utilities
Drilling, cleaning out and fishing tools
Ditching machines..............................
Cost of properties.... $_______
Water systems..................................... Reserve for deprecia
Telephone lines....................................
tion and property
Field camps.........................................
disposals................
..............
Warehouses.......................................... Depreciated cost of
Office buildings....................................
properties.............. $_______
Automotive investment.......................
Other internal utilities........................
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Condensed Summary of Income

(Subdivided by Properties listed above)

Gross earnings..............................................................................
Operating expenses and maintenance.........................................
General expenses—direct........................................ $
General expenses—apportioned................................ ...............
Income before capital extinguishments...............................
Deduct: depreciation and property disposals............................
Net income...........................................................................

$
..............
$_______

The foregoing forms 1-8 are somewhat more condensed than
those used in actual practice, particularly as to natural gasoline,
refinery, lubricating and stations departments. However, the
details of these four departments are to be given in subsequent
articles, together with a combined marketing statement. For the
reader’s present information, the following brief outline of the
forms in the comptroller’s summary book may suffice. This
book contains a separate sheet for each department and internal
utility, the horizontal classifications of which consist of fourteen
(14) columns: (1) close of last year, (2) to (13) monthly trans
actions January to December of current year, (14) close of current
year. The description of the vertical classification might be:

Property:
Opening balance
Gross additions
Other changes
Closing balance
Reserves:
Opening balance
Additions per
profit and loss
Other changes
Closing balance

Income:
(a) Gals of sales (b) amount of sales
divided by products (or commodi
ties) subdivided by grades
Deductions from sales:
Discount on sales
Quantity discount allowance
Other deductions
Other items would be substantially
as shown in the forms 1-8 given
here, arranged to show cost of sales
or net back (sales less expenses),
followed by essential per gallon
and percentage figures.
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Grain Trade Accounting in Canada
By Milton T. Howard

Competent authorities agree that the buying and selling of
grain is the most complex and difficult form of merchandising
known to the world today. The margin of profit on the business
transacted is relatively small, and there are many opportunities
for the development of serious losses which, unless detected and
checked, may lead to disastrous results. Gradually, down
through the years, the present policies, methods and organization
of the grain trade have evolved.
For the benefit of those who are not acquainted with the
various operations in the marketing of the Canadian grain crop, a
few words relative to the general conditions under which the
business is conducted may be appropriate.
Canada’s claim to consideration among the important grain
producing and exporting countries of the world is based upon the
production and export of wheat. Other grains such as oats,
barley, flax and rye are also produced in considerable volume.
The wheat production of Canada, however, is exceeded only by
that of the United States and of Russia, while in volume of wheat
exported Canada has taken first place in recent years.
More than 90 per cent of the wheat produced in Canada is
grown in the provinces of Manitoba, Saskatchewan and Alberta,
commonly known as the “prairie provinces.” The bulk of the
grain from western Canada moves eastward to Fort William and
Port Arthur on Lake Superior, thence over the Great Lakes,
canals and railroads to eastern milling centers or ports for export.
The quantity moving westward for export via Vancouver and
Prince Rupert has increased in recent years, however, and now
represents a considerable volume. In general, the method of
handling shipments by western ports is similar to that of the
eastern route, except that the grain moves direct from the coun
try or interior terminal elevator without the necessity for an inter
mediary such as the lake shipper.
The actual movement of grain is handled by four more or less
distinct types of agencies, namely: country elevators (usually
owned and operated by what are known as line companies),
terminal elevators, shippers and exporters. The activities of
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some companies cover only one type of agency while other or
ganizations combine the operations of two or more agencies.
The grain trade of western Canada is at present about evenly
divided between agencies, usually incorporated companies
(which do their marketing through the Winnipeg grain exchange)
and a group of cooperative organizations of farmers known as the
“pool.” The “pool ” comprises the provincial pools of Manitoba,
Saskatchewan and Alberta. These associations operate as units
in the assembling, shipment and sale of grain, both domestic and
export.
This article deals with the functions and activities of corpora
tions of medium size which are not members of the “pool,” al
though the accounting methods probably would not vary greatly
between the two types of organizations. As far as possible the
relative data are presented in sequence of actual transactions
from the time the grain is delivered to the country elevator until
export delivery has been made.
As stated previously, the actual movement of grain is handled
by four more or less distinct types of agencies, namely, country
elevators, terminal elevators, shippers and exporters. The first
class takes care of the purchase and movement of grain from the
country point to the terminals. The terminals receive and store
the grain until sale has been made by the first group and delivery
is called for by the miller or shipper. The third group, the ship
pers, consists of the concerns that buy the grain from the country
and line elevators (usually through the facilities of the Winnipeg
grain exchange) and transport it to a port on the eastern end of the
Great Lakes or to Montreal, New York or one of the other large
seaports. Many of the shippers have connections with exporting
firms, though rarely have they an exclusive agency. The ex
porters negotiate the sales to buyers in other countries, filling
their orders by purchases from the shippers.
Numbers of country elevators are owned by the large milling
companies, but, with the exception of those operated by the
“pool,” most of them are owned by line elevator companies.
Some organizations combine the operations of two or more
agencies, but in such cases, inasmuch as the nature of the opera
tions of each of the types of business is quite distinctive, the usual
procedure is to segregate them into departments operating as
separate units and conducted much the same as individual
agencies of like nature.
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Organization

Line elevator and terminal elevator companies are, in most
instances, incorporated under the Dominion companies act, with
an authorized capital of from $1,000,000 to $5,000,000. The
head office of the company is usually in Winnipeg, Manitoba, and
the business is conducted from there by a managing director or
general manager who is responsible to the board of directors, who
are in turn responsible to the shareholders of the company.
Shippers and exporters are also usually incorporated companies
with a moderate capitalization and having their main offices in
Winnipeg or one of the eastern centres, from which their opera
tions are conducted.
Country Elevators
The operations and activities of companies engaged in the grain
trade commence with the country elevator. The majority of
country elevators are owned and operated by line companies,
that is, as the name implies, by companies which own a number of
elevators situated along the railroad lines in farming districts.
The companies’ business comprises the handling, purchase and
sale of grain through the country elevators and the purchase and
sale of grain in the markets of Winnipeg, Chicago or Vancouver.
The elevator companies will either buy a farmer’s grain or handle
it for him on consignment. As a means of augmenting their in
come, many companies also handle such commodities as coal,
wood, flour, twine and fencing material.
Inasmuch as the operations of the majority of country elevators
are carried on by line companies the general procedure of an
average line company operating, say, 100 country elevators, has
been adopted as a basis for the remarks in the following para
graphs.
LINE OPERATIONS

The initial step in the operations of the company concerns the
elevator agent, or operator, as he is sometimes called. The
country elevator agent is the point of contact between the farmer
and the company, and his position is a difficult one. Upon him
depends, very largely, the maintenance of friendly relations
between the farmers and his company. He is responsible to the
general manager, directly and through the superintendents.
His duties comprise the operation of the elevator, the purchase of
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or acceptance of grain to be held in store or shipped to a primary
market on consignment, and the sale of coal, wood, flour and
other staple supplies which are usually handled in car-load lots.
The agent must be a capable grader of grain. A list of street
prices—that is a list of prices which he may pay for the various
grades of grain—is furnished daily by the head office to each agent
and his purchases from the farmer are made at these prices on the
basis of the grade placed on the grain by him. If the farmer does
not wish to sell his grain at the time when he delivers it to the
country elevator, he can arrange to have it placed in storage,
which is of two classes “graded” and “special bin.” In the case
of graded storage, the agent weighs and grades the grain and
issues the farmer a storage ticket or receipt, which the company
will redeem at the price prevailing for grain of like grade on any
day on which the farmer may wish to sell. Special bin storage is
provided for the accommodation of any farmer who does not wish
to accept the grading of the agent. In this case the grain is
weighed into a separate bin and is later shipped out and sold at
the farmer’s direction, the shipment being treated as a consign
ment, and the farmer receives the price for the grade determined
by government inspectors at Winnipeg or the terminal point to
which the grain may be shipped. Storage is charged, at rates
established by the government, for time the grain is held in store.
The agent makes daily reports to the head office of the com
pany, giving details of grain purchased, grain stored, storage
purchased and grain shipped. Reports of sales of supplies,
collections, etc., are also furnished at definite intervals, usually
once a week.
In addition to the business handled through its own elevators,
the company solicits the handling of grain on commission. This
includes grain loaded through elevators owned by some other firm
and consigned to the company and also what are known as “plat
form ” cars. A platform car is one which has been loaded directly
from loading platforms by the farmer and consigned to the com
pany, the farmer in this manner escaping the elevator handling
charges.
Grain is sometimes purchased “on track,” that is, cars may
have been loaded on track but not have arrived at Winnipeg or a
terminal for inspection. These cars are purchased on the basis of
the expected grade, adjustment being made at the time of settle
ment for any difference in grade.
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PAYORS

The payment for grain purchased through the country elevator
is usually made through what are known as "payors.” These are
banks, wherever possible, or persons in the same town or district
as the country elevator, appointed by the company to redeem its
paper (grain vouchers, cash tickets, or orders on payor) which have
been issued by the agent or the head office to the farmer in pay
ment for his grain or for reimbursing the agent for expenses, etc.
The payors are usually reimbursed through drafts drawn on the
head office, although in some cases arrangements are made for
settlement by cheque.
SHIPMENTS

The company-owned grain and graded-storage grain is shipped
out by the agent as directed by the manager, the large percentage
being shipped to some terminal at Fort William, Port Arthur or
Vancouver. Cars shipped by the eastern route are usually in
spected and graded by government inspectors at Winnipeg, while
shipments to Vancouver will be examined at Calgary, and the
company will be officially notified of the results of the examina
tion. Moose Jaw, Saskatoon and Edmonton are also official
inspection points. If the company is not satisfied with the grade
reported, a re-grading can be called for at the unloading point,
or there may be request for a survey by the survey board. In
that case the car will be held on track at the unloading point until
the survey has been completed. Occasionally the government
grading can not be made at the usual inspection point because the
car may be too full for convenient sampling. In such cases the
grading at the time the car is unloaded is the only grading ob
tained. The car, unless diverted, proceeds from the inspection
point to the terminal selected and is officially unloaded. The
terminal company forwards the line company an out-turn report,
showing the gross and net weight unloaded and the freight and
unloading charges. The latter company may then obtain a
warehouse receipt for the grain by paying the freight and unloading
charges.
SALES

The company usually sells the grain to the shipper after it is
received in store in the terminal. In some cases sales are made to
milling companies situated in the interior or to other grain com200

Grain Trade Accounting in Canada
panies which are in need of grain to fill their commitments. In
such cases the cars may be diverted before reaching the terminal.
Sometimes cars are sold after inspection but before being unloaded
at the terminal—these are known as B. & I. cars, i.e., billed and
inspected. Cash grain is usually sold through brokerage firms
which act as a medium between the buyer and seller.
FUTURES MARKET

A conservatively managed company is not engaged in specula
tive trading and consequently tries to protect itself at all times
against price fluctuations. Theoretically a perfect hedge should
be kept at all times, as the purchasing price at the country point,
as compared with the futures-market prices, provides for the
company’s profit, and, as purchases and sales are made, the
hedges should be correspondingly adjusted. The management
may, however, wish to speculate on the general tendency of the
market and accordingly arrange the net market position long or
short to meet its views of the situation.
During a year the company will handle, on an average, say,
approximately ten million bushels of grain—this, however, subject
to wide fluctuation according to the size of the crops in the dis
tricts in which the company is operating. The grain on hand at
one time will vary from a minimum of a few thousand bushels at
the beginning of the crop year to a maximum of two or three
million bushels during mid-season. The shipper and exporter
may at times hold large stocks of grain through purchases against
anticipated sales, or they may have made sales for delivery at
some future date against which they may hold no grain.
Under the foregoing conditions neither the line company nor
the shipper or exporter can risk the possible loss through market
fluctuations in the price of grain and from these circumstances
arises the necessity of a futures market.
On the futures market the dealers may hedge their position by
contracting for the purchase or sale of grain, delivery to be made
at some future date according to the delivery month named.
Buying and selling transactions may be either "cash” (includ
ing "spot”) or "futures.” In cash transactions actual grain of a
specified grade in a specified position is bought and sold, and the
terms are cash upon delivery. In "spot” transactions the grain
is already at the delivery point and ownership is immediately
transferred. In "futures” transactions contracts are made for
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the purchase or sale of grain to be delivered within some specified
month in the future. Delivery of actual grain on these contracts
is frequently made, but most futures contracts are closed out by a
reverse transaction before delivery date.
Most of those entering into futures contracts desire only
temporary protection or insurance against price fluctuations
affecting actual grain in their possession or actual grain they pro
pose to acquire, while others buy or sell in the hope of being able to
make a profit out of the changes in price they expect will occur
before the delivery date. The operations are carried on through
the Winnipeg Grain & Produce Clearing Association, Limited,
usually referred to as the clearing house.
The futures market is open during specific hours on business
days and the delivery months to be dealt in are specified. These
vary according to the time of year. The delivery months on the
Winnipeg market are May, July, October, November and De
cember and there are never more than four of these deliveries
being dealt in at one time, usually only three.
Trading is carried on in lots of one thousand bushels and at
delivery what are known as contract grades of the respective
grains must be delivered. For instance, the contract grades of
wheat are numbers 1, 2 and 3 northern. A trade made between
two dealers is registered, and at the close of the futures market
each day clearing-house sheets are made up by each trader.
These show the open trades from the previous day, and the pur
chases and sales of the day, together with the name of the selling
or purchasing member, the price at which the trades have been
made and the open trades at the end of the day. The trader will
either receive or give a cheque to the clearing house as the market
has fluctuated in his favor or against him. This cheque will be for
the amount of the difference between the day’s closing price and
that of the previous day on the trades brought forward and the
difference between the day’s closing price and the purchase or sale
price on the business of the day. The daily fluctuations are ad
justed in this manner up to the delivery month.
At any time during a delivery month a trader who is short, that
is who has made more sales than purchases of a particular future,
may deliver to the clearing house contract grades against his open
sales. On the last day of the delivery month he is forced either to
buy back his contracts or to deliver contract grades against his
open sales. Conversely the clearing house may deliver contract
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grain against open purchases to the trader who is long on any day
during the delivery month.
The clearing house allows its members a certain open “ line ” (so
many thousand bushels) according to their financial rating and
the amount of security deposited. At times of great market
fluctuations calls for margin may be made during the session—
such calls have to be paid within twenty minutes.
The great importance of the futures market lies in the facilities
it provides for protecting or “hedging” the transactions of those
who handle actual grain. The grain dealer, the shipper and ex
porter and the miller desire to eliminate as far as possible the risk
involved in the constant fluctuations of the prices of grain. They
can secure a very large measure of protection by collateral trans
actions in the futures market, because, although there are im
portant variations at times, prices in the cash and futures markets
influence each other and tend to rise and fall together.
The futures market, of course, opens the channel for the grain
speculator, as through a member of the exchange he may buy and
sell futures without any intention of eventually accepting or mak
ing delivery of the grain.
COOPERATION WITH THE POOL

In many cases the company will have an agreement with the
pool for the handling of grain grown by pool members. Such
grain is not bought directly from the farmer but, except for the
initial handling of the grain, all transactions are with the pool.
Instead of buying and paying for this grain the company will
receive it on a storage-and-shipping basis for the account of the
pool and, if requested, will advance to the farmer such initial
payment as has previously been promised. Daily reports of
these transactions are made to the pool headquarters. The
company receives its regular elevator handling and storage
charges for the handling of the grain and also interest on ad
vances made.

Terminal Elevators
Terminal elevators are of two classes, “public” and “private
regular” elevators. The activities of terminal elevators comprise
the receiving, storing, cleaning and loading out of grain. Public
elevators are obliged to receive any grain tendered to them,
providing there is sufficient room to receive the grain and it is in
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proper condition for storing. In no case are they allowed to mix
different grades of grain together while in store nor are they per
mitted to own or to deal in grain. Private elevators, however,
are only allowed to store such grain as is the property of the
company owning or operating the elevator or such grain as is
shipped to the terminal with the written consent of the owner.
Private elevators, when so licensed, may carry on the business
of mixing grades of grain which are below certain specified
grades.
When grain reaches a terminal elevator it is inspected, unloaded
and held in store until it is ordered out for shipment, either to a
mill or for export. Warehouse receipts, showing the quantity,
kind and grades of grain are prepared and these are delivered to
the owner upon his surrendering the bill-of-lading and paying the
freight and inspection charges. The warehouse receipts are sur
rendered when delivery is requested and the grain is loaded out as
directed, upon payment of such storage and handling charges as
may have accrued.
LAKE SHIPPERS’ CLEARANCE ASSOCIATION

The Lake Shippers’ Clearance Association was formed for the
purpose of facilitating shipments of grain on the Great Lakes. A
shipper may have purchased several lots of grain stored at a
number of different elevators. Should he wish shipment made it
would be necessary to have the lake vessels call at each elevator in
turn in order to receive the grain. To avoid this the grain dealers
arrange to surrender their warehouse receipts to the association in
exchange for “transfer certificates.” These certificates may be
sold to shippers or exporters or otherwise passed in the grain trade
as evidence that the owner of the certificate may call upon the
association for delivery of the specified quantity and grade of
grain. The association arranges for the delivery of the grain to
the vessel designated by the owner when called upon to do so.

Financial Accounting
To outline in detail the forms and procedure common to most
businesses, which may be found in any good accounting handbook, seems needless repetition. Accordingly, it is the purpose of
this article to outline more particularly the accounting practices in
the grain business which represent a departure from those found
in other industries.
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The accounts are all centralized in or controlled through a
general ledger. The principal posting medium is the cash journal.
The cash journal is in the nature of a large synoptic in which are
provided columns for all of the more active accounts. The col
umns on the debit side usually bear such captions as clearing
house, payors, exchange, advances, consignment vouchers,
various grain accounts, station expenses, miscellaneous, bank
deposits and sundries. The columns on the credit side may bear
such captions as sundries, cheques issued, city sales, clearing house
and various grain accounts. All of the general transactions,
including the totals of many of the subsidiary records pass through
the cash journal.
To describe what might be termed the internal operation of the
company and the accounting system generally it is necessary
again to commence with the initial deal with the farmer.
Upon delivering his grain to the country elevator, the farmer
will receive from the agent either a cash ticket, if he sells the
grain outright, or a storage ticket, if he places the grain in storage.
The cash ticket will be made out for the amount due the farmer
for the particular load, lot or parcel of grain and will be redeemed
in cash upon presentation to the company’s payor or direct by the
head office. The storage ticket will be made out for the quan
tity of grain received and will state the grade of and the dockage
for dirt or other cause if the grain is placed in “ graded ” storage or,
if placed in “special bin” storage, the ticket will be so marked.
The agent or company will issue a cash ticket for the graded
storage ticket whenever the farmer wishes to sell the grain.
Grain placed in special bin may be sold to the company at a later
date, and in that case the storage ticket will be surrendered and
a cash ticket issued for it, or it may be shipped to a terminal at
the direction of the farmer, upon the return of the ticket and the
payment of such charges as may have accrued.
The cash and storage tickets are prepared in triplicate, the
original is given to the farmer, the duplicate is forwarded to the
head office by the agent and the triplicate is retained at the coun
try elevator.
The agent is required to make daily reports of grain purchased,
grain stored, storage purchased and grain shipped. The reports
are prepared in duplicate sets and are ruled with appropriate
headings and spaces for the various grains. All reports are num
bered by the agent from the commencement of the crop year.
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The numbers and details of the various tickets are recorded in the
spaces provided and the original (together with the duplicate
tickets) is forwarded to the head office.
The accuracy of the reports and tickets is checked at the head
office and the tickets are filed numerically under station (line
elevator) headings until the original comes to hand, when they are
compared and filed in the completed file for future reference.
The purchase reports are entered in a purchase journal, record
ing the station name and the kind and quantity of grain, and in a
purchase ledger. The purchase journal is maintained for the
purpose of enabling the company to keep account of the total
grain purchased at the elevators and also to act as a check on the
purchase ledger.
The purchase ledger is usually a combination journal and ledger
having a separate section for each station. The sheets provide
columns for the quantity of each grade of grain and an amount
or money column for each grain. The money columns are totalled
monthly and the totals of the various stations are recapped and
recorded in the cash journal for entry in the general ledger, the
entry being a debit to grain accounts and a credit to cash tickets.
The bushel columns are totalled monthly, the balance being car
ried forward throughout the year. The total of each column at
any time thus shows the total purchases to that date of each
particular grade of grain at that station. These figures are used
in compiling a book inventory and for purposes of checking the
agents’ quantities and the loss on grades.
The storage reports are similar to the purchase reports, except
that no money value is recorded. The storage canceled reports
are a record of storage tickets bought in or otherwise redeemed.
Both of these reports are entered in the storage journal and stor
age ledger at the head office.
The storage ledger sheets are ruled with columns for date and
storage ticket number, together with columns for the various
grades of the different grains. One side of the sheet is used to
record the storage issued, while the opposite side is used to record
the amount canceled, an account being kept for each station.
The totals of the columns are carried forward throughout the
year and the amount by which the issued storage exceeds the
canceled storage represents the amount of outstanding storage of
each kind of grain, that is, the amount of grain which has been
received but not purchased at the respective stations.
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The grain-shipped reports show the details of the grain shipped,
viz., date shipped, car number, kind and quantity of grain. The
respective bills of lading are forwarded with the report. These
reports are recorded in the line-and-consigned-shipments record.
The line-and-consigned-shipments record sheets are provided
with columns for date shipped, car number, shipping weight and
kind of grain, also the out-turn weight, grade and date. An
account is kept for each station and the totals of the out-turn
weights are carried forward throughout the year. The difference
between the totals of the out-turn columns and the total sales at
any time should agree with the amount of grain in the terminal.
This record is also used in the periodical check of the agents’
stock.
At all times the difference between the quantities purchased
plus the outstanding storage and the quantities unloaded plus
grain in transit should represent the quantities in the line ele
vators. Periodical “weigh-ups” of the stocks are made by the
superintendents and the books are adjusted to the physical in
ventory. All large discrepancies are investigated and the agent
is required to reimburse the company for shortages in excess of a
nominal amount. The agent is usually bonded and if shortages
occur for which the agent is unable to reimburse the company,
the amount will be recovered from the bonding company.
Consignments, which are of two classes, viz., (1) through ele
vator and (2) other or platform cars, are solicited by the company
and are sold on a commission basis. The consignments through
elevator will consist of special bin storage, while other and plat
form cars will consist of shipments by farmers through elevators of
other companies or cars which have been loaded over the platform.
Similar but separate records of the two classes are maintained.
Each consignment of grain is given a number and a folder is
prepared showing all the details in connection with it and con
taining the relative documents such as bills of lading, warehouse
receipts, inspection and unload certificates, note for advances,
selling instructions, etc. These folders are kept in an open con
signment file until the consignment is disposed of, when they are
transferred to the closed consignment file.
When a consigned car passes inspection the consignor is notified
of the grade placed upon it and selling instructions are requested.
These may be to sell at a given price or to await further instruc
tions.
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The balance between the consignment shipments and consign
ment sales, after adjustment for over and under shipments, will
represent the balance of consigned grain on hand and should agree
with the details of the open consignment file.
When a consigned car is sold, the purchaser is invoiced in the
regular manner, the invoices being recorded in the consignment
sales record or in consignment-sales columns in the regular
sales record.
An account sale is then prepared. This will show the gross
weight, amount deducted for dockage, net weight and selling price
of the grain. Space is provided for the deduction of all accumu
lated charges, such as country elevation and storage, freight,
terminal elevation and storage, advances, interest on freight and
advances and commission. The account sale will be entered in
the consignment purchase journal, the gross amount after deduct
ing the freight charges being debited to the particular grain.
The charges previously referred to will be entered as a credit to
the respective earnings and advance accounts and the net amount,
which is the balance due the consignor, will be credited to his
account or placed in the grain voucher column and a cheque or
grain voucher will be prepared for the amount. The grain
voucher is an order on the payor of the district where the ship
ment originated to pay the proceeds from the sale of the grain
to the shipper.
The company also purchases what are known as track cars.
These are loaded cars en route to a terminal and the purchase is
made on a basis of estimated grade and quantity. Settlement is
made after the car has been officially graded and an out-turn
has been received from the terminal. No record is made of these
cars in the company’s books of account until settlement is made.
In the interim they are classified as open purchases and at any
inventory date are brought to market price and the profit or loss
taken into the accounts. Settlement for track cars is made in the
same manner as for consigned cars, the purchase record usually
being a separate section of the consignment-purchase journal.
Occasionally through an error, a consigned car will be sold and
it becomes necessary to purchase grain in a terminal, usually
referred to as spot grain, in lieu of it. This is known as a city
purchase.
Sales are usually made through the facilities provided by the
Winnipeg grain exchange. When a sale is made the member’s
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note or sales contract is handed to the sales bookkeeper and he
prepares from it sales invoices in duplicate. These show the
date, car number, quantity, price and amount. The warehouse
receipts or bills of lading are placed in an envelope and together
with the original invoice are taken to the purchasing company.
The purchasing company will inspect the documents and check the
invoice and, if everything is found in order, will prepare a cheque
for delivery to the company when called for later in the day.
The Winnipeg clearing association has in effect a system of
clearing the cash transactions of such of its members as wish to
avail themselves of this method of making settlement. The
large majority of grain dealers are members of the clearing house
and as the company’s sales will practically all be made to some
other member, rather than have individual cheques prepared
in settlement of its invoices the company will record the amounts
on its clearing house sheets while the purchasing company will
do likewise, settlement then being effected through the clearing
house. In some cases the banks have made arrangements to
present for payment through the clearing house all drafts drawn
on such members as wish to make settlement in this manner.
The various members notify each other of the amounts to be
cleared each day and are notified by the banks of the amount of
drafts they are presenting for clearing. The items are entered as
debits or credits, as the case may be, on the various clearing house
sheets provided for the purpose and a cheque is given or received
for the net balance of the debit or credit of the cash and future
amounts.
The duplicate sales invoices are entered in the sales book, the
money and bushels being recorded in the section provided for the
class of grain sold, i.e., wheat, oats, etc. Separate sections or
columns are maintained for line and consigned grain. The total
of the money columns of the sales book are posted monthly to the
general ledger, the entry being a credit to the various grain ac
counts and a debit to city sales account. The credit to city
sales account will come through the cash journal from the receipt
of the cheque from the purchasing company. The totals of the
bushels columns of the sales book are carried forward throughout
the year.
Should a farmer wish to hold his grain either stored in the
country elevator or in the terminal as a consigned car, he may
obtain an advance from the company. The advance may be
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made by the agent or direct from the head office, but it will only
be for such an amount as will leave the company ample margin
as security against market fluctuations. The farmer fills out a
form requesting the advance and also gives his note for the amount
received. In the case of grain in store in the country elevator
he is required to surrender his storage tickets.
The amount of the advance is entered in a memorandum book,
the advance record, as the advance is made together with such
details as the station, date, name and car or storage ticket number.
This record is always referred to when compiling an account of
sales or settlement to ensure that all advances will be properly
deducted. As settlement is made the advances are marked
“paid” in the column provided therefor. An extract of the
open advances is made from the record monthly and reconciled
with the general ledger account.
In the case of advances on consigned cars the amount of the
advance is also entered on the consignment folder previously
described, and the farmer’s note and requisition for the advance
is placed therein. A separate file of folders is maintained for the
security held in respect of advances on graded storage.
The entries in the books in respect of the advances will be the
record of their issue and repayment, the principal records of issue
being the cash journal and payors’ ledger and the consignment
journal that of repayment. The totals of the items are posted
to the advance account in the general ledger.
Provisional advances consist of advances received by the
company and arise principally through cars being diverted to
flour mills or other terminals. The company delivers the docu
ments to the purchaser and receives an advance until the car has
been unloaded and final settlement is made. Details of the trans
actions are kept in the same manner as for advances on consign
ments.
As stated previously many companies handle coal, wood, flour
and other supplies. As sales of these commodities are made the
agent prepares a report (separate forms are used for each com
modity), showing the quantity, the amount of the sale, whether
credit or cash, and such other data as may be necessary. These
are then forwarded to the head office of the company. Separate
journals and ledgers are maintained for recording coal and flour
transactions, while the details of such other supplies as may be
handled will be entered in a third journal and ledger.
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The coal journal is ruled with columns for recording the quanti
ties of the various kinds of coal handled and an amount column.
The sales are recorded in the journal from the agents’ reports,
while the purchases are entered from the purchase invoices, the
amount column being totalled monthly and posted to the general
ledger. The cash received from coal sales is deposited with the
payor who will include the amounts in the payors’ report to the
company’s head office.
An account is carried in the coal ledger for each station handling
coal. The sheets are ruled with columns for entering the quanti
ties of the various kinds of coal handled and an amount column
for purchases, sales and cash received. The ledger is written up
from the coal sales reports, coal journal and reports of collections
from the payors’ reports.
Similar records are maintained for flour transactions, while
the details of other supplies are usually grouped in one single set
of records in such detail as will enable an effective control of the
agents’ accounts to be maintained.
The agent prepares an expense report at the end of each month
and forwards it, together with the supporting vouchers, to the
head office. After being checked and approved the report is
recorded in the expense register, which contains suitable columns
for the distribution of the charges and such credits as may be due
from the agent for rent, etc. A cheque or payor’s voucher is
made out in settlement of the balance due the agent. The
balance column in the expense register is the record of payors’
vouchers issued and the total of this column at the end of each
month is credited to payors’ voucher account in the general ledger.
The debits to the payors’ voucher account will come through the
payors’ ledger as the vouchers are reported paid. The outstand
ing vouchers are listed monthly and reconciled with the balance
in the general ledger.
The payors, as already stated, are banks, wherever possible,
or persons in the same town or district as the country elevator,
appointed by the company to redeem its paper. The payor
prepares a daily report, in duplicate, giving the details of the
numbers and amounts of the various orders redeemed. The
total is brought into a summary showing the balance forward
from the previous report, receipts, disbursements and balance on
hand. The original of the report is then forwarded to the com
pany’s head office. The documents supporting the report are
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placed in an envelope, the face of which is in the form of a draft
made out for the amount for which reimbursement is required.
In the case where the payor is a bank the envelope is forwarded
to Winnipeg for reimbursement through the bank’s branch or
correspondents. Funds are usually sent by express to private or
individual payors as required.
The entries in respect of transactions with the payors are
recorded in the payors’ ledger, a separate section being kept for
each payor. The accounts are written up from the payors’
reports and each account is totalled and ruled off monthly and
the totals are recapitulated for posting to the general ledger.
The total of the individual balances on hand as shown by the
recapitulation should agree with the balance in the payors’ ac
count, subject to adjustment for payors’ drafts not credited on a
report or not paid but credited on the report.
A futures ledger is maintained, in which are recorded the date,
quantities and prices of purchases and sales of the various grain
futures. The balances will represent the company’s open futures,
the daily profit or loss on which is usually credited or charged to
the respective grain accounts.
The company will also handle future trades for customers.
Usually however these are limited to such persons as dispose of
their grain through the company. A separate option account is
carried in the futures ledger for each customer, while the margins
deposited and profits and losses will be recorded in their accounts
in the general ledger or in a subsidiary customers’ ledger. When
a customer’s future trade is completed a purchase-and-sale state
ment (P. & S.) is prepared in duplicate, showing the date of
purchase and sale, quantity and kinds of grain, option month,
purchase and sale prices, the profit or loss on the trade, brokerage
and the net profit or loss to the customer. The original is for
warded to the customer, the duplicate being recorded in the cash
journal.
The manner of settling with the clearing house for the profit
or loss on the trades has been described previously in this article.
The clearing-house reports are prepared in duplicate and the
original is filed with the association within forty-five minutes of
the closing of the futures market. Fines are imposed for delay
in filing and also for all errors in the reports.
A daily statement of the company’s grain position is prepared
for the information of the manager. Appropriate columns are
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provided for recording such information as line receipts for the
day, total receipts to date, shipments, balance in line elevators,
line purchases for the day, purchases to date, graded storage,
special bin storage, company’s grain in line elevators, in transit
and in terminal, open purchases and sales, open futures and net
grain position, comparison of quantities handled in various man
ners in current year and preceding year, together with such special
information as the manager may request.
A plant and equipment ledger is usually maintained, in which
will be recorded details of the cost of each elevator, warehouse,
dwelling, etc. A complete record of the cost, additions, sales and
transfers, depreciation, etc., will be entered in it and the total will
agree with the plant and depreciation accounts in the general
ledger.
The accounting records of terminal companies usually comprise
a general ledger, a synoptic cash journal and a record of warehouse
receipts. In the case of “private regular” companies subsidiary
purchase and sales records will also be maintained.
The journal sheets provide columns for recording the various
principal classes of income and expenditure together with columns
for recording bank deposits and withdrawals and the usual general
ledger columns for entering such items as must be posted indi
vidually to the general ledger.
Carloads of grain unloaded at the terminal elevator are recorded
in the unload book, detailing the date and progressive number of
the car unloaded, the kind, grade and description of the grain
and for whose order the grain was received. The relative ware
house receipts are typed at the company’s elevator office and
countersigned by the superintendent of the elevator and are then
registered as to grade and quantity with the registrar of the board
of grain commissioners. The receipts are delivered to the owner
upon his paying the freight and inspection charges and surrender
ing the bill-of-lading to the company.
The subsidiary purchase and sale records maintained by “pri
vate regular” companies provide separate columns for the quan
tity and amount of the various grains. The columns are totalled
monthly, the balance being carried forward throughout the year,
and the totals are reconciled with the control account in the
general ledger.
The records of shipping and exporting companies are compara
tively simple and usually comprise a general ledger and a synoptic
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cash journal. The journal will be provided with appropriate
columns for recording the number of bushels of the various grains
purchased and sold, together with columns for recording bank
deposits and credits, expenses, options, etc. Purchases and
sales are usually for large quantities of grain and the transactions
are therefore not nearly so numerous as in the case of line and
terminal companies.
Sales are usually made on the following terms: (1) in store
Fort William, shipments from country elevators direct to western
mills; (2) in store terminals at Fort William, Port Arthur or
Vancouver; (3) c.i.f. lake and bay ports; (4) f.o.b. vessels at
Canadian or United States seaports; (5) c.i.f. British or continen
tal ports.
When grain is loaded out by the Lake Shippers’ Clearance
Association, the latter turns the lake bill of lading over to the
shipping company. Drafts, with invoices attached, are then
prepared and delivered to the bank for collection from the export
ing company which in turn takes up the documents and accepts
the delivery of the grain at the seaport. As soon as an ocean
boat has been loaded with grain to complete a sale an ocean
bill-of-lading is prepared and attached to a draft drawn on the
foreign purchaser for the agreed amount.
In the case of sales to Great Britain, as soon as the contract
is made (invariably in pounds sterling) the sterling is usually sold
to the bank which offers the highest price for the required delivery
period. The same procedure applies to sales made to continental
countries on the basis of their currency. Sales to France or
Belgium are made on the basis of Canadian dollars per 100 kilos,
and to many of the other European countries on the basis of
United States dollars. Overseas sales are usually made on the
basis of the London contract, which governs all contingencies.
From the foregoing remarks it will appear that the grain busi
ness is a highly specialized industry. Much more could be writ
ten on the subject of accounting for grain companies, but it is
hoped that the few points covered in this article may prove helpful
to those interested.
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Legal Notes
Harold Dudley Greeley, Editor
RESPONSIBILITY OF AUDITORS UNDER BRITISH COMPANIES’ ACTS

The decision in Canadian Woodmen v. Hooper, et al., 41 Ontario Weekly
Notes 328, which was discussed in the January, 1933, Journal of Account
ancy, has evoked editorial comment in an annotation in the Dominion Law
Reports for January 19, 1933 (1933, 1 D. L. R. 172). The editor of that pub
lication finds it “ a matter of concern when in trial courts in Canada decisions
are given which so enlarge that responsibility (of auditors) as to make it diffi
cult if not impossible for the auditor to carry on his profession at all, or except
ing at a prohibitive expense to his client.” The degree of responsibility to
which he refers is that fixed in 1895 by the leading English case of Re London &
General Bank (No. 2), (1895) 2 Ch. 673. “ When it is considered therefore that
the auditing profession throughout the English speaking world is builded upon
the legal principles settled by this eminent authority,” which has been accepted
for thirty-seven years as finally determining the duties and responsibilities of
auditors of incorporated companies, the editor views with alarm the radical
departures attempted by the judges of these trial courts. He seemingly over
looks the fact that in the Canadian Woodmen case the decision of the trial
court was affirmed by the Ontario court of appeal.
For accountants in the United States to understand the points at issue it
must be noted that the responsibility discussed is specifically that of auditors
of corporations incorporated under the statutes known as companies’ acts.
The various Canadian statutes have been modelled upon the English companies’
act. The latter formed the foundation of the court’s opinion in the London &
General Bank case. Auditors of incorporated companies are appointed by the
shareholders at the annual meeting of the company. Unless the auditor hap
pened to be a shareholder he would have no right to attend that meeting and he
never would come directly into contact with the shareholders. The resolution
appointing him ordinarily would not state the scope of his duties, nor would the
usual letter from the secretary of the company notifying him of his appoint
ment. Incorporated companies are regulated by statute and the appointment
of auditors is regulated by statute. Therefore, says the editor of the Dominion
Law Reports, we must look to the statute and to the interpretation of it in the
London & General Bank decision to ascertain the auditor’s duties. We must
pay no attention to text-books on auditing.
The statutes of the various provinces require that the auditor shall make up a
report upon the accounts examined and upon the balance-sheet and shall state
whether in his opinion the balance-sheet given in his report is properly drawn
up so as to exhibit, in the words of the editor, “ a true and correct view of the
state of the corporation’s affairs and as shown by its books.” The leading
decision referred to emphasized the necessity for honesty and reasonable care
but pointed out that the auditor’s only duty was to the shareholders, that he
owed no duty to give advice or to comment as to the manner in which the busi
ness was conducted. It concluded that his sole duty was to ascertain and
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state the company’s true position at the time of the audit. There have been
few Canadian cases involving the duties and responsibilities of company audi
tors because the London & General Bank decision was regarded as the last word.
Commenting on this view of the auditor’s duties, the editor says that the
auditor “ has nothing to do with the acts of the directors or of the people whom
the directors employ to assist them in conducting the business; his one duty is
to see that the shareholders in due course get a balance-sheet which exhibits to
them a true and correct view of the state of the corporation’s affairs.” He then
interjects a quotation from the opinion in Le Lievre v. Gould (1893), 1 Q. B. 491,
497: “A man is entitled to be as negligent as he pleases towards the whole
world if he owes no duty to them.” With reference to the Canadian Woodmen
case, the editor continues, “The real importance of this decision lies in the
implications arising therefrom which constitute a rather dangerous departure
from the principles laid down in the London & General Bank case, seeming as it
does to place upon auditors a duty to the directors to inform them respecting
matters of which directors are supposed to have first hand information. It is
submitted that auditors of companies are not called upon to accept responsibil
ity of this nature.” “Auditing is a matter of pure contract and the nature of
the duties to be performed must be determined by the contract itself and by no
other test. If the contract does not expressly lay upon the auditor the respon
sibility for discovering fraud or other irregular transaction, he has no duty laid
upon him to look for it. It is, moreover, to be assumed that the compensation
of the auditor is fixed with due regard to the duties required of him by the
contract.” Thus it would follow, logically, that the restrictions upon the
responsibility of an auditor of an incorporated company would not necessarily
apply to auditors undertaking engagements of a different character.
When the controversy is viewed from this distance, it is a little difficult to
understand how an auditor can ascertain and state a corporation’s true position
if he owes no duty to anyone to make an attempt to discover fraud or embezzle
ment not openly apparent. A certificate that the balance-sheet agrees with
the books means merely that an exercise in comparing has been successfully
completed, because if the books had been assumed to be correct there would
have been no need to audit them. If the pending cases indicate a change in the
Canadian law, it is unfortunate for the defendants in them that they happened
to be the auditors on the spot when the change began. It is difficult to refrain
from speculating on whether or not these defendants should be relieved on the
theory that an implied contract limited their responsibility; and on the prac
tical result of applying the maxim that ignorance of the law excuses no one,
when the law takes a sudden turn (shall we say to the right?) which no one
foresaw.
SALE OF INTANGIBLES

Most successful accountants, doctors, architects, lawyers and other profes
sional men entered their respective professions chiefly because they believed
they would rather do that kind of work than any other about which they hap
pened to know. Certainly few of them selected a profession primarily as a
means of acquiring wealth. Yet it is obvious that a professional man must
make money if he is to survive and he must make it by the sale of intangible
service. He very soon learns that he must guard against giving his service
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A man who runs a clothing store is not constantly impor
tuned by casual acquaintances and friends for free overcoats and free suits of
clothes but almost everyone feels entirely at liberty to get professional advice
without thinking of paying for it. It is intangible and seemingly costs nothing.
Since man is master of the unspoken word only, an idea or plan once explained
is available for any one who can put it to profitable use. The giving of free
service by way of samples rarely pays, because when the prospective client has
a matter on which he is willing to pay a fee he usually retains some other pro
fessional man, one who has pretended to be too busy to be bothered with any
thing not on a strict business basis. Accountants who are asked to discuss
reorganization or other important plans on the chance of being retained to put
them into effect should read “The Merchandizing of Ideas” by Marvin Bower,
9 Harvard Business Review 26. What is suggested there should protect both
the accountant and the client. A proposed plan, developed after such pre
liminary study as is necessary, is outlined in written form and delivered sealed
to the client. At the same time an arbitrator is named by the accountant and
the client and both of them agree to be bound by his decision as to what com
pensation should be paid for the plan. If the plan is what the accountant
claims it to be, the arbitrator will decide that the full compensation agreed upon
shall be paid for it; if it is less than that, he will fix a fair compensation. When
advisable, the full compensation can be deposited in escrow subject to the
arbitrator’s order. “ Until the law, either by judicial or legislative action, is so
changed as to offer protection to ideas, some makeshift legal device must be
employed.”
away too freely.

what is A C. P. A.?

An observant passenger in a taxicab leaving one of New York City’s railroad
stations will see a huge warning sign “Blow your horn.” Many invaders of
New York apply that warning to themselves personally. Observation shows
that that policy when adroitly followed spells success until (if one may
be pardoned the mixed metaphor) some rude person pricks the bubble. The
following yarn was told by one of The Journal’s readers and vouched for by
him as true. Recently an accountant was testifying in a supreme court action
in the city of New York and on his direct examination he stated under oath that
he was a certified public accountant. Under cross-examination he became a
little vague as to how, when and where he obtained his certificate, but after
some prodding he declared he had received it in the District of Columbia.
Further prodding forced him to admit he had not received anything from the
District of Columbia as such, but that he was a member of an organization
known as an association of certified public accountants and that membership in
it gave him the right to hold himself out as a certified public accountant.
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Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these solutions appear in The Journal of Account
ancy should not cause the reader to assume that they are the official solutions
of the board of examiners. They represent merely the opinions of the editor of
the Students' Department.]

Examination in Accounting Theory and Practice—Part I

November 17, 1932, 1:30 P. M. to 6:30 P. M.
The candidate must answer questions 1 and 2, 3 or 4 and 5 or 6.

No. 6 (15 points):
A joint-stock land-bank loan of $1,000 is repayable in 65 semi-annual instal
ments of $35 each and a final payment of $29.23 at the end of the 33rd year.
These payments include interest at the nominal rate of 6 per cent per annum
compounded semi-annually.
What is the amount of the balance at the end of the 20th year? Given at
3 per cent.:
v 40
3.2620378
.3065568
(1+i) 40
v26 26
2.1565913
.4636947
(1+i) 26
v25
2.0937779
.4776056
(1+i) 25
What amounts of principal and interest respectively were contained in the
fortieth payment?
Solution:

After 20 years the remaining payments constitute an annuity of 25 semi
annual payments of $35 each, plus one payment of $29.23; the unpaid bal
ance at the end of twenty years, then, is the present value of an annuity of
$35 for 25 periods at 3 per cent., plus the present value at 3 per cent of $29.23
due 26 periods hence:
(1-v25)
1-.4776056
--------- , or--------------- = the present value of an annuity of 1 for 25 periods
i
.03
at 3%.

v26, or .4636947

= the present value of 1 due 26 periods hence at 3%.

Then $35

+$29.23 (.4636947) = unpaid balance.
.03
Unpaid balance = $35(17.41315)+$13.55
= $609.46+$13.55
= $623.01
Unpaid principal after 40th payment.............................................
Amount of 40th payment...............................................................

=$623.01
= 35.00

Amount of principal and accrued interest just before 40th pay
ment.............................................................................................

=$658.01
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As this includes 3% interest, the principal due at that time may
be found by dividing by 1.03..................................................

4-1.03

The principal due at the time of the 40th payment was
The principal after the 40th payment was.....................

$638.84
623.01

Therefore the principal contained in the 40th payment was
The interest was 3% on $638.84, or......................................

$ 15.83
19.17

Together the two equal the total payment

$ 35.00

While the above solution is the one most candidates would adopt, there are
other methods of approach, some of which are given below.
The unpaid balance is the amount which would have been due had no pay
ments been made, less the accumulation of the payments actually made:
$1,000 (1-i)40 =the amount which would have been due.
= $1,000 (3.2620378)
= $3,262.04

$35

(1 +i40-1)

= the amount accumulated by the 35 payments

------------ -----------

i

(3.2620378-1)
$35 ------- --------- .03
= $35 (75.4012)
= $2,639.04
Then unpaid balance = $3,262.04—$2,639.04
= $623
In an article by Edward Fraser, “Some problems in loan valuation simpli
fied,” which appeared in The Journal of Accountancy for December, 1925,
page 438, the following formula is given for such problems (m being the number
of payments made):
Instalment /Instalment—Original \ (l+i)m
Unpaid balance=------ --------- --------- -----i
\
i
Loan /
(In this case)
=$35 /35 —1,000\ 3.2620378

.03 \.03
/
= $1,166.67-(166.67 x 3.2620378)
= $1,166.67 —$543.67
= $623
The first payment of $35 included 3 per cent interest on $1,000 or $30 of
interest, and the first principal payment was $5. The amount of interest con
tained in the second payment was less than $30, the difference being the amount
of interest on the $5 of principal already paid; the second principal payment
was larger than $5 by this same amount. Similarly, subsequent principal pay
ments consisted of $5 plus interest on the principal previously paid. Therefore
the total of these principal payments at the 40th payment consists of the
amount of an annuity of $5 for 40 periods at 3 per cent., and the unpaid balance is
(3.2620378-1)
$1,000—$5
.03
= $1,000—$5(75.4012)
= $1,000—$377
= $623
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Examination

in

Accounting Theory and Practice—Part II

November 18, 1932, 1:30 P. M. to 6:30 P. M.
The candidate must answer questions 1 and 2, and any two of the three following
questions.

No. 1 (36 points):
From the following data, you are required to prepare a consolidated balancesheet of company A and subsidiaries, as at December 31, 1931, including an
analysis of consolidated surplus for 1930 and 1931.
Cost
1. Acquisitions
Date
Dec. 31, 1929 $180,000
A—20 per cent of stock of B
Mar. 31, 1930
400,000
A-45 “ “ “ “
“B
Sept. 30, 1930
270,000
A—25 “ “ “ “
“ B
$850,000

90 per cent.
A—20 per cent of stock of C
B—60 “ “
“ “ “C
A—95 “ “
“ preferred stock of D
A—80 “ “
“common “ “ D
A—20 “ “ “ stock of E
3. The profits of B for the year 1930 were earned
First quarter.......................................
Second
“ .......................................
Third
“ .......................................
Fourth
“ .......................................

2.

Dec. 31, 1930
Dec. 31, 1931
Dec. 31, 1930
Dec. 31, 1930
Dec. 31, 1930
as follows:
.... $ 30,000
....
50,000
....
70,000
....
75,000
$225,000

4. B drew a cheque for $5,000 in favor of A on December 31, 1931, which was
not received and therefore not recorded by A until January 2, 1932.
5. Included in the inventories of B, at December 31, 1931, were goods pur
chased from A in 1931, amounting to $100,000, on which A had taken up a
profit of 20 per cent.
6. A has included dividends received from B and E in its profits.
7. The preferred stock of A is 7 per cent cumulative, and dividends have been
paid thereon to December 31, 1931. The preferred stock of D is 6 per
cent non-cumulative and non-participating, and dividends have been
paid to December 31, 1930.
The balance-sheets of the several companies, as of December 31, 1931, were
as follows:
Assets
A
D
E
B
C
Cash................................................................... $ 100,000 $ 95,000 $ 25,000 $ 10,000 $ 30,000
70,000
Receivables.....................................................
540,000
20,000
425,000 145,000
25,000
50,000
Inventories.......................................................
500,000
400,000 100,000
Advances:
To A..............................................................
100,000
“ C.............................................................
60,000
" D.............................................................
110,000
Investments:
In stock of B (90%) at cost..................
850,000
“ “
“ C (20%) “ “ ..................
40,000
.....................C (60%) “ “ ..................
130,000
“ preferred stock of D (95%) at cost
95,000
“ common
“ “ D (80%) “ “
40,000
“ stock of E (20%) at cost..................
15,000
50,000
450,000 150,000 100,000
Fixed assets..................................................... 1,500,000
20,000
20,000
Goodwill...........................................................

$3,790,000 $1,660,000 $440,000 $200,000 $175,000
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Liabilities and Capital
C
D
A
B
E
Accounts payable................................. . . . . $ 535,000 $ 420,000 $155,000 $ 16,000 $ 60,000
Advances:
Form A..................................................
110,000
“ B..................................................
60,000
95,000
Capital stock:
Preferred—par value $100..............
1,000,000
100,000
Common— “
“
$100.............. ... 1,000,000
50,000 100,000
700,000 200,000
Surplus:
Balances, December 31, 1929......... ....
880,000
18,000
100,000
Profits—1930.......................................
530,000
10,000
20,000
225,000
2,000
“ —1931....................................... ....
390,000
80,000
375,000
5,000
50,000
Dividends paid, preferred:
1930........................................................
70,000
6,000
1931........................................................ ....
70,000
Dividends paid, common:
March
15, 1930............................
20,000
December 15, 1930............................
300,000
70,000
“
15, 1931............................ ....
200,000
70,000
15,000

$3,790,000 $1,660,000 $440,000 $200,000 $175,000

Solution:

Either of two methods for determining the eliminations to be made from the
investment accounts and from the capital stock and surplus accounts in making
consolidated working papers may be used in this problem:
1. As the investments are carried at cost, eliminations may be made on the
basis of book values at the dates of acquisition, or,
2. The investment accounts may be adjusted to reflect the net changes in the
surplus accounts of the subsidiary companies resulting from the profits,
losses and payment of dividends during the period of stock ownership.
The second method, in effect, results in the statement of the investment
account as it would appear, if the practice of taking up the proportionate inter
est in the profits and losses of the subsidiaries had been followed. This method
is used in this solution.

Adjustment (1)
Investment in stock of Company B................................
Surplus—Company A......................................................
To record the proportionate net increase in Com
pany A’s investment in Company B, as follows:
During the period from December 31, 1929, to
March 31, 1930:
Profit—first quarter, 1930........... $ 30,000.00
Less: dividends paid, March 15,
1930................................................
20,000.00

Increase....................................

$359, 000.00

$359,000.00

$ 10,000.00

20% interest therein...................................... $
During the period from March 31, 1930, to Sep
tember 30, 1930:
Profit:
Second quarter, 1930................ $ 50,000.00
Third quarter, 1930 ...................
70,000.00

2,000.00

Total.......................................... $120,000.00
65% interest therein......................................
During the period from September 30, 1930, to
December 31, 1931:
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Profit:
Fourth quarter, 1930................ $ 75,000.00
Year, 1931 ....................................
375,000.00

Total.........................................

$450,000.00

Less: dividends paid:
December 15, 1930....................
December 15, 1931 ....................

$ 70,000.00
70,000.00

Total.......................................... $140,000.00
Net increase.............................

$310,000.00

90% interest therein......................................

$279,000.00

Total.................................................................... $359,000.00

Adjustment (2)
Investment in stock of Company C....................... $ 1,000.00
Surplus—Company A.........................................
$
To record the 20% interest in the profit
($5,000) of Company C for the year 1931.
At December 31, 1931, the balance-sheet of Company D showed:
Preferred stock.................................. $100,000.00
Common stock..................................
50,000.00

1,000.00

Total.............................................. $150,000.00
Deficit...............................................
76,000.00
Book value....................................

$ 74,000.00

The treatment of the deficit depends upon the rights of the two classes of
stock. As the problem does not state that the preferred stock is preferred as
to assets, it must be assumed that the holders of both classes of stock would
share proportionately in the assets in the event of dissolution and liquidation.
Therefore, ⅔ of the deficit of $76,000, or $50,666.67 is applicable to the
preferred stock.
Adjustment (3)
Surplus—Company A............................................. $ 48,133.33
Investment in preferred stock of Company D... .
$ 48,133.33
To record the 95% interest in the deficit of
Company D applicable to the holdings of pre
ferred stock of that company.
Adjustment (4)
Surplus—Company A.............................................
Investment in common stock of Company D.. .
To record the 80% interest in the decrease in
the book value of Company D applicable to the
common stock holdings of Company A as fol
lows:
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Loss for year 1931....................... $80,000.00
Deficit applicable to preferred
stock holders........................ 50,666.67

Applicable to common stock. . . . $29,333.33
80% interest therein................

$23,466.67

The problem requires the candidate to prepare a consolidated balance-sheet
of Company A and “subsidiaries.” The definition of a subsidiary company
according to the preliminary report of a special committee on terminology of
the American Institute of Accountants is “ a company, the voting stock of which
is fully owned, or nearly so, by another company, to which the first company
is a subsidiary.” In this solution, the accounts of Company E are not con
solidated, because the 20 per cent interest of Company A in the stock of Com
pany E does not represent control.
Adjustment (5)

Cash......................................................................... $ 5,000.00
Advances from B.................................................
$ 5,000.00
To adjust the accounts of Company A for the
cheque for $5,000 drawn by Company B on
December 31, 1931, which cheque was received
by Company A on January 2, 1932.
Adjustment (6)

Surplus—Company A.............................................. $ 18,000.00
Reserve for unrealized profit in inventories.........
$ 18,000.00
To adjust for the unrealized profit in the in
ventory of Company B. As Company A held a
90% interest in Company B, the profit on the
$100,000 in the inventory of the latter company
at December 31, 1931, applicable to the parent
company (90 %) should be set aside as a reserve.
The remaining profit applicable to the 10%
minority interest may be considered as a sale to
“outsiders.”
Eliminations:
(a) Advances from B to A and C
(b) Advances from B to D
(c) 90% of book value of Company B
(d) 20% of book value of Company C
(e) 60% of book value of Company C
(f) 95% of preferred stock and deficit ap
plicable to preferred stock of Com
pany D
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on

1 000

1,000,000.00
000 00

95,000.00

700,000.00

200,000.00

60,000.00

1,160,000.00

D .....................................

Reserve for inter-company profits....

Company

Company B .....................................
Company C ............................ .........
540,000.00

25,000.00

76,000.00

100,000.00
50,000.00

$3,790,000.00 $1,660,000.00 $440,000.00 $200,000.00

CompanyA..............................................

C o m pany A

C
om
panyD
: Preferred

110,000.00

$ 535,000.00 $ 420,000.00 $155,000.00 $ 16,000.00

15,000 00

C o m m o n

-

Liabilities and capital
Accounts payable................................
A
dvances:FromA
.........................
From A From B................................
Capital stock:
Com
panyA
: Preferred....................................
Common
Comm
o
nC
o
m
p
a
n
yB
Comm
::::::::::
Company C—Common...................

1,000.00
(3) $ 48,133.33 (F)
(4) 23,466.67 (G)

46,866.67
19,733.33

60,000.00
110,000.00
(C) 1,116,000.00
(D)
45 000.00
(E)
135,000.00

(B)

(A)

$454,600.00

(6)

$1,632,600.00 $4,750,800.00

7,600.00 (Minority)

54,000.00 (Minority)
5,000.00 (Minority)

1,430,400.00 (Surplus)

5,000.00 (Minority)
10,000.00 (Minority)

1,000,000.00
1,000,000. 00
70,000.00 (Minority)
40,000.00 (Minority)

________________ 18,000.00

48,133.33

486,000.00

95,000.00
40,000.00

630,000. 00

18,000.00

(F)

(D)

(C)

(F)
(G)

(D)

(C)

$1,126,000.00

$454,600.00

(3) $ 48,133.33 (1) 359,000.00
(4) 23,466.67 (2)
1,000.00
(6)
18,000 00

(5)

(B) $ 110,000.00
$5,000.00 (A)
160,000.00

(Negative goodwill)

93,000.00 (Goodwill)
4,000.00 Negative goodwill
5,000.00 (Negative goodwill)

$1,632,600.00 $4,750,800.00

150,000.00
20,000.00

( 1)

(1) 359,000.00

$3,790,000.00 $1,660,000.00 $440,000.00 $200,000.00

450,000.00

130,000.00

60,000.00

1,050,000.00

Consolidated
balancesheet
S 235,000.00

100,000.00
20,000.00

40,000.00

95,000 00

110,000.00
850 000 00
40 000.00

(A) $ 100,000.00

Eliminations

15,000.00
2,200,000.00
40,000.00

Fixed a sse ts........ .............. 1,500,000.00
Goodwill..............................................

In common stock of D (80%) at cost
In stock of E (20%) at cost

cost

v
e
s
t
m
e
n
t
s
:
I
n
S

In tock of B (90%) at cost
In stock of C (20%) at cost. .
In stock of C (60%) at cost ...........
In preferred stock of D (95%) at

T o C .................................................
T o D ................................................

Advances:To
.............................................
A

Receivables..........................................
Inventories..........................................

Cash .....................................................

Assets

Company A and Subsidiaries
Consolidated balance-sheet, working papers
December 31,1931
Adjustments
Comnanv
Company
Company
Company
A
B
C
D
Debit
Credit
$ 100,000.00 $ 95,000.00 $ 25,000.00 $ 10,000.00 (5) $ 5,000.00
540,000.00 425,000.00 145,000.00
20,000.00
500,000.00 400,000.00 100,000.00
50,000.00
100,000.00
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(g)

80% of book value of common stock of
Company D as follows:
80% of common capital stock of........ $ 50,000.00= $40,000.00
80% of deficit applicable to common
stock:
Deficit............................................
76,000.00
Applicable to preferred stock........
50,666.67

Applicable to common stock........ $ 25,333.33
80% thereof...............................

20,266.67

Net.............................................

$ 19,733.33
Exhibit A

Company A and Subsidiaries
Consolidated balance-sheet—December 31, 1931
Assets

Current Assets:
Cash.........................................
$ 235,000.00
Receivables..............................
1,130,000.00
Inventories.............................. $1,050,000.00
Less: reserve for inter-company
profits...................................
18,000.00 1,032,000.00 $2,397,000.00
Investment in stock of company
E (20%) at cost......................
Fixed Assets................................
Goodwill......................................

15,000.00
2,200,000.00
120,800.00
$4,732,800.00

Liabilities and net worth

Current liabilities:
Accounts payable. .......................................... ......................... $1,126,000.00
Minority interests:
Capital
stock
Total
Surplus
Company:
B—com. (10%) . $ 70,000.00 $ 54,000.00 $124,000.00
40,000.00
5,000.00
C—com. (20%) .
45,000.00
5,000.00
2,533.33
D-pfd. (5%)...
2,466.67
10,000.00
D—com. (20%) .
5,066.67
4,933.33

Totals............. $125,000.00 $ 51,400.00 $176,400.00
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Net worth:
Capital stock:
Preferred, 7%,
cumulative.. . .
Common............

$1,000,000.00
1,000,000.00

Total capital
stock.......
Surplus (exhibit B)

$2,000,000.00
1,430,400.00 $3,430,400.00

$4,732,800.00

Exhibit B

Company A and Subsidiaries
Analysis of consolidated surplus for the period January 1, 1930, to
December 31. 1931
Balance, Company A—December 31,
$ 880,000.00
1929.............................................
Add:
Profits for the year, 1930:
Company A (after deducting divi
dends received from Company
$463,000.00
B)......................................
Company B (applicable to Com
pany A):
First quarter (20% of $30,000). $ 6,000.00
Second quarter (65% of $50,000) 32,500.00
Third quarter (65% of $70,000) 45,500.00
614,500.00
Fourth quarter (90% of $75,000) 67,500.00 151,500.00
$1,494,500.00

Total....................................
Less:

Dividends paid:
Preferred stock........................
Common stock.............................

Balance, December 31, 1930..............
Add:
Profits for the year, 1931:
Company A (after deducting divi
dends received from Company
B)......................................
Company B (90% of $375,000).. .
Company C (20% of $5,000).......

$ 70,000.00
300,000.00

370,000.00
$1,124,500.00

$327,000.00
337,500.00
1,000.00

665,500.00
$1,790,000.00

Total....................................
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Less:

Loss for the year, 1931, of Company
D applicable to Company A (see
$ 71,600.00
adjustments numbers 3 and 4). . .
Reserve for inter-company profit in
inventory.................................
18,000.00
Dividends paid:
Preferred stock............................ $ 70,000.00
Common stock............................ 200,000.00 270,000.00 $ 359,600.00

Balance, December 31,1931

$1,430,400.00

As this problem does not require the candidate to furnish working papers as
a part of his solution, considerable time may be saved by:
1. Cross-adding on the statement of the problem given to the candidate, the
cash, receivables, inventories, investment in stock of Company E, fixed
assets, goodwill, and accounts payable,
2. Increasing the cash by the amount ($5,000) in transit,
3. Dropping out the inter-company advances which are now in balance,
4. Setting up the reserve for inter-company profit in the inventory,
5. Dropping out the reciprocal accounts; i.e., the investment accounts in the
subsidiaries and the capital stock and surplus accounts of the sub
sidiaries,
6. Taking up the goodwill arising through the consolidation and the minority
interests as computed below.

It would be well, however, for the candidate to include as a part of his solu
tion, in addition to the balance-sheet and analysis of consolidated surplus as
required, statements showing his determination of the goodwill and minority
interests.
“ Positive ” goodwill is the excess of the purchase price over the proportionate
interest in the net assets, or book-value of the subsidiary at the date of ac
quisition. “ Negative” goodwill is the excess of the book-value over the pur
chase price. Any statement prepared by the candidate which clearly shows
an accurate determination of such goodwill should suffice.
Statement showing computation of goodwill
Book value

Total

Propor
tionate
interest

Purchase
price Goodwill

Acquisition by Company A of stock
of Company B:
Capital stock.................................... $700,000
Surplus at December 31,1929...........
100,000

Book value at December 31, 1929.. $800,000
$160,000 $ 180,000 $20,000
20% thereof...............................
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Profit first quarter, 1930................... $ 30,000
Total.......................................... $830,000
20,000
Dividend paid, March 30, 1930........
Book value, March 31, 1930.......... $810,000
$364,500
45% thereof...............................
Profit:
Second quarter, 1930.....................
50,000
Third quarter, 1930......................
70,000

$400,000 $35,500

Book value, September 30, 1930.. . $930,000

232,500

25% thereof...............................

270,000

37,500

$757,000 $ 850,000 $93,000

Totals.....................................
Acquisition by Company A of stock
of Company C:
Capital stock................................. $200,000
18,000
Surplus, December 31,1929..........
2,000
Profits for 1930.............................
Book value, December 31, 1930. $220,000

$ 44,000 $

20% thereof...........................

40,000 $ 4,000

Acquisition by Company B of stock
of Company C:
Capital stock................................. $200,000
18,000
Surplus, December 31, 1929.........
Profits:
1930...........................................
2,000
1931...........................................
5,000
Book value, December 31, 1931 $225,000

60% thereof...........................

$135,000 $ 130,000 $ 5,000

Acquisition by Company A of stock
of Company D:
Capital stock................................. $ 50,000
Profits, 1930..................................
10,000
Total...................................... $ 60,000
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Dividends paid, 1930

$ 6,000

Book value, December 31, 1930. $ 54,000

80% thereof

$ 43,200 $

Totals

$979,200 $1,060,000 $80,800

40,000 $ 3,200

The amount of goodwill arising through the consolidation ($80,800) should
be added to the stated goodwill ($40,000) given in the problem. The total
($120,800) is the amount shown in the consolidated balance-sheet, Exhibit A.
The amount of the minority interest is ascertained by multiplying the book
value of the subsidiary at the balance-sheet date by the percentage of such
minority interest. Any change in the percentage of such interest previous to
the balance-sheet date is ignored.
Statement showing computation of minority interests
Minority interest
December 31,
1931
Per cent. Amount

Company B:
Capital stock...................................
Surplus............................................

$ 700,000.00
540,000.00

Totals, Company B................

$1,240,000.00

Company C:
Capital stock...................................
Surplus............................................

$ 200,000.00
25,000.00

Totals, Company C................

$ 225,000.00

Company D:
Capital stock:
Preferred......................................
Common......................................
Deficit:
Preferred......................................
Common......................................

Totals, Company D................

10
10

$ 70,000.00
54,000.00

$124,000.00

20
20

$ 40,000.00
5,000.00
$ 45,000.00

$ 100,000.00
50,000.00

5
20

$ 5,000.00
10,000.00

50,666.67
25,333.33

5
20

2,533.33
5,066.67

$
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Book Reviews
VALUATION OF REAL ESTATE, by Frederick M. Babcock, McGrawHill Book Co., New York. 593 pages.
To one who has for many years been closely connected with real estate of
many kinds, devoted to many purposes, the question has frequently arisen,
Can it be valued?
The author of the present volume describes himself as having been in the past
a partner in a consulting firm, and being at present an associate in the bureau of
research of the university of Michigan, diverse experiences which should lead
to a happy combination of practice and theory.
The book deals with methods of valuing real estate, the correctness of those
methods depending entirely upon the arguments presented, not on the sanction
of authorities, and the author lays some stress upon the fact that the book
treats of valuation methods rather than valuation data, a distinction of im
portance, for the former may be regarded as permanent, while appraisal data
are subject to change with the passage of time and with varying conditions.
The author states “there is but one theoretically correct method of valuation
. . . described in the following manner:
“The theoretical method of valuation commences by studying the future
utility of the property—that is, by forecasting the returns to be expected from
the entire productive unit, the returns to land being residual under the highest
and best use, and the building returns, if the building is not the highest and best
use, being made residual after the land return. The method proceeds, by dis
counting, to a calculation of the present value of the net returns, the building
returns being for finite building lives, and the land returns being extended to
perpetuity. In the method, the building value is so determined that the pre
dicted building return provides both interest and a return of the capital value
over the building life. Rates are determined in the market.”
In the introduction it is admitted that appraisal can not be an exact science,
but rather one of judgment, and the methods suggested are for the purpose of
enabling the appraiser to form a sound judgment. Not only has the present
to be considered but, frequently, the past and always the future. In addition
is the unique condition that real estate can not be moved but must be used
in situ.

Necessarily, the question of what constitutes “value” is discussed, together
with its relation to cost; and the nature of the various data and the way in
which they are affected by local trends, population, social factors, architecture,
mortality of buildings and management, are all considered.
The theory of valuation is based on: (1) economic thought and observed
economic facts; (2) the valuation procedure which these imply or call for; and
(3) comments and collateral conclusions; while the mathematics involved in
clude those relating to compound-interest functions and to probabilities.
The author discusses the correct methods of valuation under seven heads.
The correct methods are illustrated by applying those which are appropriate to
seven different cases, namely: (1) a store and office building; (2) a parking lot;
(3) hotel property; (4) theatre property; (5) factory property; (6) house prop
erty; (7) a library.
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The methods of estimating the earnings and expenses in each case are dis
cussed and explained, and illustrated by schedules, and these are followed by
estimates of the above various classes of property under varying conditions, set
out in sufficient detail to enable the reader to follow the calculations without
effort. These appraisals include examples on leased lands and on those held in
fee simple and the examples are taken from buildings erected in various places.
The last part of the book contains a discussion of some of the details of valua
tion procedure, such as depreciation, obsolescence, life of buildings, risk and
interest rates, determination of fractional rates, land value by comparison,
valuations exclusive of land, valuations for specific purposes and notes on the
accuracy of valuations.
While much has been written on the subject of land valuation in the past
twenty years, it is probably true that, even today, the great majority of ap
praisals are made by the comparison method, based upon similar properties in
adjacent or similar neighborhoods, while appraisal companies, making many
of the larger and more important appraisals, usually emphasize the “cost of
reproduction”, “new” and “sound value” as the factors which may be accu
rately measured or determined and from which others may be calculated.
There can be no doubt that much rule-of-thumb work has been done in the
past and is still being done, which emphasizes the desirability of having some
means of checking results so obtained. It is not improbable that some of the
more old-fashioned valuers may be inclined to laugh at some of the refinements
suggested by the author. They may say it is impossible to make any prediction
of what results will be twenty, thirty or fifty years hence; that interest rates
can not be determined, and that depreciation is a delusion and a snare. Even
so, an appraiser has to express an opinion—even as has the accountant—and
to state what he believes; therefore it is worth much for him to have some means
of confirming his results and some method to place him in a position where he
is ready always to give an answer to every man that asketh him a reason of the
hope that is in him.
This book presents such a method; it is logically arranged and clearly ex
pressed, while the numerous examples and charts which illustrate it are well
designed and well presented: to anyone who is concerned with such valuations
it offers great value, for it is a scholarly production. The general practitioner
in accountancy usually accepts gratefully—and too often blindly—any ap
praisal which is offered to him which has an official appearance and which ap
pears to be reasonable. The question whether or not an accountant which
concern himself with such appraisal is akin to the question as to the extent to
which he should be responsible for inventories. However, the appraisal of real
estate is far more complicated than determining the values in an inventory, and
depends upon many factors—such as interest rates, depreciation, obsolescence,
etc., which form a portion of the accountant’s regular diet.
Walter Mucklow

PRACTICAS, ORGANIZACIÓN Y CONTABILIDAD BANCARIAS
(Banking practice, organization and accounting), by Roberto Casas
Alatriste. Editorial “ Cultura,” Mexico City, Mexico, 1932. 350 pages.
The foreword states that the book is an elaboration of a series of articles
which were to have been published several years ago in a Mexican magazine
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by the Association of Mexican Bankers. Only a part, however, of these articles
appeared in print and the author has taken this opportunity to revise and
augment them, and to introduce provisions called for by the new monetary
(banking) law of July 25, 1931, amended later by the law of March 9, 1932.
The book deals with the law and banking methods of Mexico only. Never
theless, as treatises on bank accounting are rare in the Spanish language, people
of other Latin-American countries who are interested might well profit by a
perusal of it. The author is a member of the faculty in the banking school of
the Bank of Mexico, specializing in the higher branches and, therefore, his book
is written somewhat in text-book style, but it is not too verbose. It is well
indexed.
He presents first a study of the functioning of a credit institution, referring
frequently to the law, giving chapter, title and article, but confining himself
for the most part to banks of deposit and discount. He next explains the
component parts of a balance-sheet, from which he leads up to the balancesheet of a banking institution in particular, where, after considering the form,
he takes up the verification of assets and liabilities and the calculation of the
necessary reserve.
There are several charts which show the organization of a bank of deposit
and discount, the postings of deposits and cheques, and the books thought to be
essential in recording the transactions. The work is not overloaded with
superfluous forms, but those presented seem to be ample for the purpose.
Separate chapters deal with the several departments for cash, deposits,
credit, foreign exchange and collection. The transactions and relative ac
counts of each are set forth in considerable explanatory detail.
Taken altogether, it is a satisfactory work.
L. D. Mapes.
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[The questions and answers which appear in this section of The Journal of
Accountancy have been received from the bureau of information conducted
by the American Institute of Accountants. The questions have been asked
and answered by practising accountants and are published here for general in
formation. The executive committee of the American Institute of Account
ants, in authorizing the publication of this matter, distinctly disclaims any
responsibility for the views expressed. The answers given by those who reply
are purely personal opinions. They are not in any sense an expression of the
Institute nor of any committee of the Institute, but they are of value because
they indicate the opinions held by competent members of the profession. The
fact that many differences of opinion are expressed indicates the personal nature
of the answers. The questions and answers selected for publication are those
believed to be of general interest.—Editor.]
TREATMENT OF INVENTORIES IN INTER-COMPANY ACCOUNTS

Question: We find there is a difference of opinion as to the proper treatment
of the profit on inventories in consolidated statements when there is a minority
interest. We are familiar with the several text-books which treat the subject
and with the arguments upon which their several opinions are based. But
what we would like to learn is which method is adopted most frequently by
accountants who in practice are called upon to handle this question.
The question deals with the following cases, in which a minority interest in
the subsidiary is assumed.

A. Inventory in the hands of the subsidiary sold by the holding company.
Treatment proposed:
1. Eliminate all the profit against the holding company’s surplus.
2. Eliminate a percentage of profit against the holding company’s
surplus based on the percentage of subsidiary stock in the
holding company’s possession.
B. Inventory in the hands of the holding company sold by the subsidiary.
Treatment proposed:
1. Eliminate ail the profit against the holding company’s surplus.
2. Eliminate all the profit and apply the reduction against the hold
ing company’s surplus and the minority interest in amounts
proportioned to their respective interests in the subsidiary’s
surplus.
3. Eliminate a percentage of profit against the holding company’s
surplus based on the percentage of subsidiary stock in the
holding company’s possession.
Answer No. 1: We may say that we have found in each of the two kinds of
cases cited that the method most frequently adopted in general practice is to
eliminate all the intercompany profit against the holding company’s surplus.
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Of course, the practice of eliminating all of the unrealized intercompanyprofit in the cases in question may be criticized on theoretical grounds. How
ever, because of the fact that the accounts of partly owned subsidiary com
panies are not usually consolidated with the accounts of the parent company,
unless the percentage of the minority interest is small, it follows that the amount
of intercompany profit in the inventories which would be applicable to such
minority interest would also be relatively unimportant.
Answer No. 2: Our policy with respect to the adjustment of inventory valua
tions of merchandise sold to or purchased from a subsidiary would be to reduce
the values of all stocks on hand in the consolidated accounts to either cost or
market values, thereby eliminating all inter-company profits, the profit so
eliminated to be charged against the parent company’s surplus and the inven
tories correspondingly reduced.
In the consolidated balance-sheet, we would prefer to show under the caption
of liabilities, as representing the interests of minority stockholders, such per
centage of the capital stock and the subsidiary’s surplus as the number of
outstanding minority shares represented of the total shares issued by the
subsidiary.
We assume that the inter-company billing prices have been made on a rea
sonably sound basis, not above the realizable prices to customers, and we think
in the circumstances the minority stockholders are entitled to their pro-rata
share of the surplus indicated on the subsidiary company’s books and that this
equity should correspond with that shown in the parent company’s accounts.
CAPITALIZATION OF BOND DISCOUNT AS CONSTRUCTION COST

Question: A public-utilities corporation undertook the construction of addi
tional facilities for the purpose of effecting greater efficiency and economies in
operation. The funds were obtained from temporary loans, the interest being
charged to the cost of the project during the period of construction and until
the facilities were placed in service. Immediately thereafter it became neces
sary to re-finance the temporary loans by a bond issue which, owing to the
depression in the market, was sold at a discount of 10 per cent as compared
with the usual 5 per cent under normal conditions. The corporation is of the
opinion that the excess of 5 per cent., due to abnormal market conditions, should
be capitalized as part of the cost of the project, leaving the residue of 5 per cent
to be amortized over the life of the bonds.
The accountant does not agree and is of the opinion that such treatment is
not conservative for the reasons that (1) the cost of the project should include
only interest during construction and (2) the project was undertaken with the
object of effecting greater economies in operation as reflected in lower operating
costs and enhanced net income; consequently, the full discount of 10 per cent.,
although sustained during a period of depression in the market, is a proper
charge to be amortized against the income from operation over the period in
dicated by the life of the bonds.
Answer No. 1: Utility corporations are usually permitted to capitalize the
cost of obtaining money for construction purposes. In the case submitted by
your correspondent, however, the whole interest on the temporary loans re
quired for construction purposes was capitalized and therefore it would not
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appear proper to capitalize an additional amount of interest. The usual prac
tice would be to amortize the entire discount of 10 per cent over the life of the
bonds. Unless the law and regulations to which the utility in question is sub
ject contain any requirement to the contrary, we think the full discount of 10
per cent should be amortized over the life of the bonds.
Answer No. 2: We believe that it is difficult, if not impossible, for anyone to
state with such exactness that 5 per cent bond discount is normal and that the
remaining 5 per cent is abnormal. Furthermore, even if 5 per cent is ac
knowledged as a normal discount and the remaining 5 per cent is considered
abnormal, such abnormality should not, in our opinion, justify the inclusion of
5 per cent as a part of the construction cost of the facilities to be amortized or
depreciated as a part of such facilities. There is little distinction, so far as the
corporation is concerned, between the bond discount and the yearly interest
payments on the bonds. Both are cost of money or interest. It follows, there
fore, that if the bond issue had been made at the time construction was started,
the corporation would have been justified in charging such part of the bond
discount amortization as related to the period of construction to the construc
tion cost of the facilities as a part of the interest cost during construction.
The question quoted in your letter does not give the reason or reasons ad
vanced by the corporation in justification of the capitalization of the 5 per
cent bond discount considered as abnormal. Perhaps the reason advanced is
that the same conditions which led to an abnormally high bond discount also
permitted the corporation to construct the facilities at lower than usual prices.
However, this assumption may not be true inasmuch as apparently construc
tion was started without the knowledge that such a discount at 10 per cent
would be required.
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